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MEDICARE ADVANTAGE AND THE FEDERAL 

BUDGET 


THURSDAY, JUNE 28, 2007 

House of Representatives, 
Committee on the Budget, 

Washington, DC. 

The committee met, pursuant to call, at 10:10 a.m. in room 210, 
Cannon House Office Building, Hon. John Spratt [chairman of the 
committee] presiding. 

Present: Representatives Spratt, DeLauro, Edwards, Cooper, 
Schwartz, Doggett, Blumenauer, Berry, McGovern, Scott, 
Etheridge, Moore of Kansas, Bishop, Moore of Wisconsin, Ryan, 
Bonner, Hensarling, Lungren, Conaway, Tiberi, Porter, Alexander, 
and Smith. 

Chairman Spratt. Good morning, and welcome to the House 
Budget Committee’s hearing on Medicare Advantage. We have an 
outstanding lineup of witnesses today. I am pleased that all of you 
could join us, and I appreciate your taking the time to testify. 

As the Budget Committee, we have a serious obligation to contin- 
ually review the scarce resources available to the Federal Govern- 
ment and how those resources are allocated. We are here today to 
look at one particular program, the Medicare Advantage program, 
partly based upon the recent testimony of the Congressional Budg- 
et Office estimating that, if these plans providing for Medicare 
services were paid for at rates equivalent to fee-for-service Medi- 
care, we could save nearly $150 billion over 10 years. 

Now, this is a program within Medicare, which everyone tells us 
faces insolvency sometime in the foreseeable future. When we see 
something that might save as much as $150 billion, it is our obliga- 
tion to take a close and serious look at the alternatives. I would 
emphasize we are not here to demonize anybody. We are not here 
to claim that the insurance companies, HMOs, PPOs or whoever 
participates in these programs is making profits that are uncon- 
scionable or are not anything other than taking advantage of a gov- 
ernment program which we put in place. We are going back and 
looking at the terms of that program and asking ourselves does it 
need to be adjusted for a number of different reasons, not the least 
of which is budget resources. 

The current payment structure was put in place in the 2003 
Medicare Modernization Act. Even Tom Scully, who was the former 
administrator of the Center on Medicare and Medicaid Services 
and who played a serious and significant role in the 2003 legisla- 
tion, even he now says that there appears to be overfunding. In ref- 
erence to the subsidies that insurance companies receive and who 
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participate in Medicare Advantage, Tom Scully told the St. Peters- 
burg Times at a recent conference that there has been a huge over- 
funding, and he also said, “Some of the excess payments exceed 
what was intended for sure, and I think Congress should take some 
of it away.” That was Tom Scully speaking. 

Private plans operating within Medicare Advantage are paid, on 
average, 12 percent more than the cost for regular fee-for-service 
Medicare. While it is true that some of that payment is returned 
to beneficiaries in the form of additional benefits, it is not exactly 
clear how much is, and there are, in any event, some significant 
additional issues at stake. 

First of all, there is the issue of equity. Should we be paying as 
much as 15-20 percent more for some beneficiaries than for other 
beneficiaries? Is that an equitable administration of this program 
which is supposed to provide, basically, equal benefits for every 
beneficiary? 

Secondly, what are the benefits of the Medicare Advantage plan? 
Are a plan’s participants achieving higher and healthier outcomes 
than other participants? We do not really know because we do not 
have the feedback of information that one would want in order to 
make an honest judgment of this system. 

Third, is it time to take a look at something that was put in 
place several years ago on the grounds that it needs adjustment at 
the present time? The whole point of providing private plans was 
that competition for enrollment would lead to better services, more 
choices, lower cost. Paying for these plans more than for fee-for- 
service permanently, forever, seems to defy that logic. 

The Medicare Payment Advisory Commission, or MedPAC, has 
argued that beneficiaries should have a choice of a private man- 
aged plan or a fee-for-service plan but that these plans should play 
on a level playing field in the competition for Medicare enrollees. 

We have got a significant number of witnesses today. We are 
going to start with Dr. Peter Orszag, who is the director of the 
Congressional Budget Office, and with Dr. Mark E. Miller, who is 
the executive director of the Medicare Payment Advisory Commis- 
sion. 

I would like to note at this point that your testimony will be 
made part of the record, and you can both summarize it and take 
as much time as you need to explain it. If you wish, we have got 
the facilities here that are available to display any slides you have 
brought with you. 

Before proceeding with your testimony, however, let us hear from 
the Ranking Member, Mr. Ryan. 

Mr. Ryan. Thank you, Mr. Chairman. I want to thank you for 
holding today’s hearing. 

Also, I want to welcome our witnesses. And in particular. Dr. 
Orszag, I would like to welcome your two children, Leila and Josh- 
ua. It is nice to have them here with us today, and I hope they get 
some good coloring done during this hearing. At least I can see she 
is well on her way. 

This is an appropriate hearing. It is a timely hearing, too. We 
need to be discussing our Nation’s health care entitlements in the 
Federal budget. In particular, today’s hearing is appropriate on the 
Medicare Advantage program. 



3 


Private health plans are not new to the Medicare program. They 
have been available since the early 1970s, and their goal then was 
the same as it is now, to offer beneficiaries choices that will im- 
prove their health and will reduce their out-of-pocket costs while 
saving Medicare money. 

Over the years, we realized that some seniors had more choices 
than others. We understood that rural populations were not as well 
served as urban, and that low-income beneficiaries had unique 
problems in need of specific solutions. So we made adjustments. 
The Balanced Budget Act of 1997 expanded the range of private 
Medicare plans available, and the Medicare Modernization Act of 
2003 created additional options, further strengthening the pro- 
gram. 

Today, 1 in 5 Medicare beneficiaries is enrolled in a Medicare 
Advantage plan, and a vast majority of them are receiving cov- 
erage, such as dental, vision, caps on out-of-pocket costs, that they 
would not have had otherwise. In addition. Medicare Advantage is 
saving beneficiaries and taxpayers money. Beneficiaries enrolled in 
a Medicare Advantage plan see an average savings of more than 
$1,000 a year. These plans also return an average of $3 billion an- 
nually to the U.S. Treasury. 

Now, all of that said, I appreciate any ideas on health care enti- 
tlement reform that my friends on either side of the aisle would 
bring to the table. We should take a hard look at whether all pri- 
vate plans are fulfilling the goals of the Medicare Advantage pro- 
gram and whether we can improve some areas of the program to 
save beneficiaries and taxpayers even more money. 

The unfunded liability of Medicare is currently standing at $32 
trillion over the next 75 years. That is the amount by which bene- 
fits promised by Medicare exceed the projected financial resources. 
This translates to more than $282,000 per household, and that fig- 
ure is growing at an alarming rate. When Leila is 10 years old — 
because I believe — no. She is 7 now, right? When she is 12 years 
old, that figure is going to get us to $54 trillion. So, if we do noth- 
ing for the next 5 years, the unfunded liability of Medicare will go 
from $32 trillion to $54 trillion. This is why some of us keep saying 
that the current path of Medicare is unsustainable. 

Yet no one is talking about cutting Medicare Advantage pay- 
ments to make entitlements more sustainable or to reduce the def- 
icit. And given that this is the Budget Committee, I think we ought 
to at least entertain the notion that if we are going to create sav- 
ings in some program, we ought to actually save the money. 

To the contrary, the majority is talking about reducing these pay- 
ments just to use that money for more entitlement spending in an- 
other part of the government. No matter where you stand on those 
issues, taking from one entitlement just to expand another one will 
not address any budgetary concerns. 

The recently passed budget, which is the incumbent budget reso- 
lution we are now operating on, does not offer any entitlement re- 
forms, not for health care, not for anything else. So, not surpris- 
ingly, this subject became the primary focus of the committee’s 
Tuesday hearing on the Federal deficit and the debt. Once again, 
we were warned, this time by some of our Nation’s leading finan- 
cial experts, that the chief threat to our Nation’s long-term fiscal 
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and economic health is the unsustainable growth of our health care 
entitlements, with Medicare and Medicaid leading the way. In urg- 
ing Congress to act, our witnesses argued that the benefits of doing 
what was needed would far outweigh the perceived short-term 
gains from putting it off, and I agree with that. 

Again, I want to thank the Chairman for calling today’s hearing. 
We have excellent witnesses, and I look forward to their testimony. 

I yield. 

Chairman Spratt. I thank the gentleman. 

Let me say again that this is about entitlement reform. This is 
about savings which should equal as much as $150 billion were we 
to reduce Medicare Advantage payment rates to the rates that are 
paid for traditional fee-for-service Medicare, according to CBO. 
What we do with those funds would then be up to Congress’ deter- 
mination. They could be used for SCHIP expansion, for example, or 
they could be applied to the reduction of the budget deficit, or both. 

In any event, this is about entitlement reform. It is certainly 
about the entitlement overview of a program that is costing a sub- 
stantial sum of money. 

STATEMENTS OF PETER R. ORSZAG, DIRECTOR, CONGRES- 
SIONAL BUDGET OFFICE; AND MARK E. MILLER, EXECUTIVE 

DIRECTOR, MEDICARE PAYMENT ADVISORY COMMISSION 

Chairman Spratt. Dr. Orszag, we are glad to have you. We ap- 
preciate your testimony. As I said earlier, your full statement will 
be made part of the record, and you are free to summarize in any 
way you see fit. Thank you very much for coming. 

STATEMENT OF PETER R. ORSZAG 

Dr. Orszag. Thank you for having me back this morning. 

As you know, the central long-term fiscal challenge facing the 
Nation involves health care, and the focus of this morning’s hear- 
ing is Medicare Advantage. In addition to my written testimony on 
the topic, CBO is releasing an issue brief this morning on Medicare 
Advantage plans. My testimony makes four points. 

First, Medicare Advantage has been growing rapidly. Payments 
to Medicare Advantage plans increased from $36 billion in 2004 to 
an estimated $77 billion this year. Reflecting that cost growth, en- 
rollment has been rising rapidly. 

As the first table shows, enrollment growth during 2006 amount- 
ed to almost 1.5 million beneficiaries. In 2007 alone, there has also 
been almost another 1 million beneficiaries added. Disproportion- 
ately, the growth has been occurring in a subcomponent of Medi- 
care Advantage plans called “private fee-for-service plans,” which 
do not have as much case management and utilization manage- 
ment as the other types of Medicare Advantage plans — HMOs and 
PPOs in particular. It is striking that enrollment in private fee-for- 
service plans increased by over 700,000 beneficiaries during this 
year so far alone. 

The next figure shows that CBO projects continued rapid growth 
in Medicare Advantage, mostly due to private fee-for-service plans. 
In particular, CBO projects that private fee-for-service plans will 
reach 5 million members by 2017. As a result of that growth. Medi- 
care Advantage enrollees are projected to rise from about 18 per- 
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cent of all Medicare enrollment today to more than a quarter by 
2017. The result of such continued rapid growth — and I would note 
that it is possible that it will, under current law, be even more 
rapid than we currently project — would likely be a significant 
change in the fundamental nature of the Medicare program. 

The second point of my testimony is that Medicare’s payments 
for beneficiaries enrolled in Medicare Advantage plans are higher 
on average than what the program would spend if those bene- 
ficiaries were in the traditional fee-for-service program. In par- 
ticular, the CBO estimates net payments to plans will be approxi- 
mately 12 percent higher this year than per capita fee-for-service 
costs. The differential is more pronounced for private fee-for-service 
plans. I understand that some industry claims have suggested that 
these figures are significantly biased. Such claims are simply inac- 
curate. As a result of this cost differential, shifts in enrollment out 
of the fee-for-service program and into private plans increase net 
Medicare spending. The cost differential raises overall Medicare 
costs and, as a result, slightly increases Part B premiums and ac- 
celerates the date of exhaustion of the Part A trust fund. 

The third point of my testimony is that these additional costs to 
the government for Medicare Advantage plans subsidize additional 
benefits and reduce premiums for the beneficiaries who enroll in 
the Medicare Advantage plans. In particular, the payments that 
plans receive in excess of their bids for providing the service are 
required to be returned to beneficiaries as additional benefits or as 
a rebate of their Part B or Part D premiums. Those extra benefits 
and reduced premiums are a significant motivation for enrollees to 
join the plans. 

It is also noteworthy that, at least outside of private fee-for-serv- 
ice plans, many Medicare Advantage plans undertake various ef- 
forts at disease management, care coordination and preventative 
care. Thus, one possible benefit of the Medicare Advantage pro- 
gram is the higher quality of care beneficiaries may receive 
through these programs than they would receive in the Medicare 
fee-for-service program. The extent to which such services lead to 
improved health outcomes, however, is difficult to assess with the 
currently available data. 

Policymakers may, therefore, want to explore options for the ex- 
panded reporting of outcomes and other measures within the Medi- 
care Advantage program. In particular, I would note private fee- 
for-service plans are exempt from many of the reporting require- 
ments that apply to other types of Medicare Advantage plans. 

My final point is that a number of policy options exist that would 
reduce spending on Medicare Advantage. For example, one policy 
would reduce the county level benchmarks under Medicare Advan- 
tage to the level of local per capita fee-for-service spending. 

Relative to spending under current law, as the next table shows, 
that policy would reduce spending by $54 billion over the next 5 
years and $150 billion over the next 10 years. Such policy changes 
would also reduce Part B premiums and improve the actuarial 
soundness of the Part A trust fund. 

Reducing benchmarks, however, would leave less money for 
health plans to offer reduced premiums or supplemental benefits. 
That change, in turn, would make the program less attractive to 
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beneficiaries and lead some to return to the traditional fee-for-serv- 
ice program. 

Indeed, by CBO’s estimates, enacting that policy which I just 
mentioned would reduce enrollment in Medicare Advantage by 
about 6 million beneficiaries in 2012 relative to projected levels. 
That is a decline of about 50 percent, leaving total enrollment at 
a little over 6 million in that year, which is roughly 1.7 million en- 
rollees fewer than today. 

Potential policy changes could also be limited to private fee-for- 
service plans. For example, limiting benchmarks to 100 percent of 
fee-for-service costs for private fee-for-service plans alone and 
maintaining current law benchmarks for other plans would reduce 
spending by about $14 billion over the next 5 years. Similarly, re- 
quiring private fee-for-service plans to negotiate their own terms 
with participating doctors rather than automatically gaining access 
to Medicare’s payment rates to doctors would save roughly $13 bil- 
lion over the next 5 years. 

Each policy would also have some impact on enrollment, we esti- 
mate, roughly a reduction of 3 million beneficiaries in 2012 from 
either of those private fee-for-service plan options which I just 
mentioned. 

In conclusion, the Medicare Advantage program has been grow- 
ing rapidly and is projected to continue to do so. Such growth 
under current policy increases net costs to Medicare. Policymakers 
evaluating options for reducing payments to Medicare Advantage 
plans need to weigh the cost savings against benefits that the plans 
provide in managing care, the effect on overall health care costs 
and the impact on beneficiaries. 

Finally, regardless of what happens to payments, expanded re- 
porting on health outcomes may help policymakers better evaluate 
the overall effects and specific care management approaches of 
Medicare Advantage plans. 

Thank you very much. 

Chairman Spratt. Thank you. Dr. Orszag. 

[The prepared statement of Peter R. Orszag follows:] 
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Mr. Chairman, Representative Ryan, and Members of the Committee, I am pleased 

to appear before you today to discuss the Medicare Advantage program. My testi- 
mony focuses on several themes: 

■ Unexpectedly strong growth in enrollment in the Medicare Advantage program 
during 2006 and the beginning of 2007 led the Congressional Budget Otfice 
(CBO) to increase its projections for both enrollment in and spending on the 
program. 

■ Medicare’s payments for beneficiaries enrolled in Medicare Advantage plans 
are higher, on average, than what the program would spend if those beneficia- 
ries were in the traditional fee-for-service (FFS) sector. As a result, shifts in 
enrollment out of the FFS program and into private plans increase net Medicare 
spending. Policymakers need to weigh that additional cost against the benefits 
provided by Medicare Advantage plans. 

■ I'he additional cost to the government for Medicare Advantage plans subsidizes 
the beneficiaries who enroll in such plans, which fuels the plans’ growth in 
enrollment, but also raises costs for the rest of the Medicare program and for 
beneficiaries who are not in Medicare Advantage. 

■ The rate of growth in enrollment and the cost differential with the traditional 
FFS sector are particularly large in private fee-for-service (PFFS) plans, which 
draw significant enrollment from rural areas. 

■ Reducing the payment differential between Medicare Advantage and the FFS 
program could result in substantial savings to the Medicare program but also in 
a decline in the supplemental benefits and cash rebates that Medicare Advan- 
tage plans can offer to enrollees and reduced enrollment in those plans. Lower- 
ing payments to those plans would slightly reduce the standard premiums for 
Part B (Supplementary Medical Insurance) and delay the exhaustion of the trust 
fund that supports Part A (Flospital Insurance). 

■ Many Medicare Advantage plans offer disease management, care coordination, 
and preventive care programs, but little information is available on the degree to 
which the plans generate better health outcomes than the traditional Medicare 
program. Expanded reporting of health outcomes would be helpful in assessing 
the value of the care management services provided by the plans. 
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■ The central long-term fiscal challenge facing the nation involves health care 
costs. Over long periods of time, cost growth per beneficiaiy in Medicare and 
Medicaid has tended to track cost trends in private-sector health markets. Many 
analysts therefore believe that significantly^ constraining the growth of costs for 
Medicare and Medicaid is likely to occur only in conjunction with slowing 
overall cost growth for health care. A variety of evidence suggests opportunities 
to constrain health care costs without harming incentives for innovation or 
Americans’ health (and perhaps even improving it). Moving the nation toward 
that possibility — which will inevitably be an iterative process in which policy 
steps are tried, evaluated, and reconsidered — is ^senlial to putting the country 
on a sounder long-term fiscal path. Changes to the Medicare program should be 
evaluated with that broader perspective in mind. 


Background on Medicare Advantage Plans 

Medicare provides federal health insurance for 43 million people who are aged or 
disabled or who have end-stage renal disease. Part A of Medicare covers inpatient 
services provided by hospitals as well as skilled nursing and hospice care. Part B 
of Medicare covers services provided by physicians and other practitioners, hospi- 
t<Us’ outpatient departments, and suppliers of medical equipment. Home health 
care is covered by Part A and Part B. The Medicare Prescription Drug, Improve- 
ment, and Modernization Act of 2003 (MMA) added a voluntary prescription drug 
benefit beginning in 2006 under Part D. 

The majority of Medicare beneficiaries receive services through the traditional 
fee-for-service part of the program, which compensates providers using a set fee 
for each service or bundle of services. In nearly all areas of the country, however, 
Medicare beneficiaries have the option of enrolling in Medicare Advantage — the 
program through which private plans participate in Medicare — rather than receiv- 
ing their care through the FFS program.^ As of June 2007, about 1 8 percent of 
beneficiaries arc enrolled in Medicare Advantage plans, w'hich accept the respon- 
sibility and financial risk for providing Medicare benefits.^ Although the paymem 
system for private plans has been modified several times during the more than 20 
years that they have participated in Medicare, a key feature of the system has 
remained intact: Plans that offer Medicare benefits for less than the amount of 
their payment from the government arc required to return the difference to benefi- 
ciaries in the form of additional benefits or, in an option that became available 


1, The prograin ihiough which private plans pariicipale in Medicare is also called Pari C. Previ- 
ously, ihc Medicare .A.dvanlagc program was called Mcdicarc-i-Choicc. 

2. That tigui'e excludes about 1 percent ofbeneiiciaries W'ho are enrolled in group plans besides 
Mcdicai'c Advantage plans (which include cosi-rcimburscd plans, hcalih care prepayment 
plans, a program of all-inclusive care for the elderly, and demonstration plans). 
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recently, rebates on their Part B or Part D premiums,^ Those additional benefits 
and rebates of premiums are a major incentive for beneficiaries to enroll in Medi- 
care Advantage plans and arc particularly attractive to people without Medicaid or 
employer-sponsored supplemental health insurance. 

About 80 percent of the Medicare beneficiaries enrolled in Medicare Advantage 
are in health maintenance organizations (HMOs) or preferred provider organiza- 
tions (PPOs).*^ Both HMOs and PPOs have comprehensive networks of providers, 
but PPOs allow beneficiaries to obtain care outside the network if they pay higher 
amounts. Some HMOs offer coverage for services received outside their network 
(and thus resemble PPOs), while others require that their enrollees receive all ol' 
their noncmcrgcncy care within the network. A key feature of many HMO and 
PPO plans is the use of eare management services that are intended to promote 
better coordination and more effective use of health care. 

rhe other main type of Medicare Advantage plan is private fee for service. Such 
plans allow tlieir enrollees to obtain care from any provider who will furnish it and 
are not required to maintain networks of providers. In contrast to the FFS system, 
which requires participating providers to accept Medicare’s rales for all covered 
services and all beneficiaries, providers in a private fee-for-service plan can decide 
each time they see a patient whether to accept the plan’s terms of participation and 
payment rates, which are usually those of Medicare’s FFS program. Beneficiaries’ 
copayments and deductibles are generally lower than those in the FFS program, 
and private fee-for-service plans typically provide significantly less care manage- 
ment and Litili/ation control than do HMOs and PPOs. 

In 2007, 82 percent of beneficiaries live in a county served by an HMO or a local 
PPO, up from 67 percent in 2005.^ Nearly all beneficiaries who do not have access 
to a local HMO or PPO have access to a regional PPO (and 99 percent have access 
to one of the three). All beneficiaries have access to a PFFS plan in 2007, up from 
80 percent in 2006 and only 45 percent in 2005. 

The Payment System for Medicare Advantage Plans 

The latest legislative changes to the payment system for private health plans were 
enacted in 2003 in the Medicare Modernization Act. The modified payment sys- 
tem is analogous to the previous system, and the incentives facing plans and bene- 
ficiaries are similar. 


3. Plans have had the option of giving their enrollees rebates on their Pail B premiums since 2003. 
Since 2006, plans can also offer rebates on the Part D premiums 

4. PPOs in the Medicare Advantage program arc either local or regional; regional PPOs. an option 
lhai became available in 2006, are required to serve broad regions of the country rather than 
denning Ihcir service areas on a counly-b>'-counly basis. About 2 percent of Medicare Advan- 
tage bencriciarics arc enrolled in legional PPOs. 

3. Sec Medicare Payinent Advisory Commission, Report to the Congresa: Medicare Faywem Pol- 
icy (March 2007). Chapter 4, ‘"Update on Medicare Private Plans," pp. 237-266. 
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Since 2006, private plaiis wanting to participate in Medicare must submit bids 
indicating the per capita payment for which they are willing to provide Medicare’s 
Part A and Part B benefits.^ The government compares those bids with county- 
level benchmarks that are determined in advance through statutory rules. The 
benchmarks are the maximum payments that the government will make for enroll- 
ees in private plans, though bids by and net payments to plans are usually lower 
than the benchmarks. 

Under current law, benchmarks are required to be at least as great as per capita 
FPS expenditures in every' county and are higher than FFS expenditures in many 
counties. For 2007, CBO ctUculates that benchmarks are 17 percent higher, on 
average, than projected per capita FFS expenditures nationwide. Net payments to 
plans will be approximately 12 percent higher than per capita FFS costs. The dif- 
ferential is more pronounced for private fee-for-service plans: According to esti- 
mates by the Medicare Payment Advisory' Commission (MedPAC), the payments 
to those plans in 2006 averaged 19 percent above FFS costs. ^ Of that difference, 

10 percentage points’ worth went to beneficiaries in the form of extra benefits or 
rebates, in contrast, payments to HMOs averaged 10 percent above FFS costs, 
MedPAC estimates. On average, HMOs offered extra benefits and rebates equal to 
13 percent of FFS costs; those additional benefits reflected the difference between 
the benchmarks (which averaged 10 percent above FFS costs) and plans’ bids 
(which averaged 3 percent below FFS costs). 


6. Plans must also submit bids for the voliintaiy prescription drug benefit and their premiums for 
any supplemental benefits they intend to offer. 

7. The description of the MMA payment mechanism in tliis section pertains to plans that partici- 
pate in Medicare on a count>'-by-county basis (or local plan.s). Tlie payment mechanism for 
regional PPOs is analogous to the mechanism dcscrilxid here for local plans but uses a modified 
approach to compute benchmarks. See Medicare Payment Advisoty’ Commission, Report to the 
Congt'ess: Issues in a Xiodentized Medicare Program (S\3XiC 2005), pp. 59-81 . 

8. The bcnclmiark for a plan that serves more than one counw is a weighted average of tlic county- 
level benclmiai'ks in its service aiea (using the plan's expected enrolhnent in eveiy county as 
weights). Plans are paid their Hd (up to the benchmaik) plus 75 percent of the amount by which 
the benchmark exceeds their bid. Plans must return that 75 percent to beneficiaries as additional 
benelils or as rebates of their Pari B or Part D premiums. Plans whose bid is above the bench- 
mark arc required to charge ciiroliccs ihc full difference between Ihc Iwo as an additional pre- 
mium for the Medicare benefit package. For 2007, die Medicare Payment .Advisory 
Commission reports that nearly all (99 percent) of beneficiaries have access to Medicare 
.Advantage plans that do not require an additional premium for Parts A and B benefits and any 
supplemental benefits offered by the plans but not offered by VIedicaie. See Medicare Payment 
Advisory Commission, Medicare Payment Policy, p. 248. 

9. See Statement of Glen M. Hackbarlh, Chairman, Medicare Paymeiil Advisory Coimnission, 

The Medicare Advaniage Program andMedPAC Recommendations, before the Senate Commil- 
tee on Finance (.April 11. 2007), p. 5. 
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Benchmarks are updated each year by either the growlh in national per capita 
Medicare spending or 2 percent, whichever is greater.’^’’’ For 2008, the Centers 
for Medicare & Medicaid Services (CMS) announced that benchmarks will 
increase by 3.5 percent. 

Medicare also adjusts payments to Medicare Advantage plans to reflect their 
enrollees’ health status. That “risk adjustment” is meant to encourage plans to 
conipclc on the basis of efficient delivciy of services rather than selective enroll- 
ment of healthier beneficiaries. To that end, CMS collects information on the med- 
ical diagnoses of every beneficiary and uses it to calculate the relationship 
between individuals' health and subsequent spending on their behalf for Medicare 
services and to thereby adjust payments to plans (upward for those with sicker 
beneficiaries and dow-nward for those with healthier beneficiaries). 

In managing the risk adjustment system, CMS has to confront difficult issues of 
data collection and validity, statistical complexity, and potentially different coding 
practices between plans and the fee-for-service sector. Fach judgment the agency 
makes for each of those aspects of risk adjustment can increase or decrease 
payments to Medicare Advtmtage plans. 

Geographic Patterns of Enrollment 

The relationship between the cost of offering Medicare benefits and the bench- 
marks is an important determinant of the types of plans that are available in vari- 
ous areas of the country . To offer a product that is attractive to beneficiaries, a plan 


1 0, The benchmarks for 2007 were updated from the payment rates for private plans that were 
established by the Balanced Budget Act of 1997 (BBA) and modified through subsequent legis- 
lation. Before the enactment of the BB.A, plans were generally paid 95 percent of the local per 
capita FFS costs. Under the BBA, the payment rate in each county was the greatest of three 
amounts: a minimum, or “floor." rate; a blend of a local rate and the national average rate; and a 
minimum increase from the previous year’s rate (which was equal to 2 percent in most years). 
The floor amount e.stablished in 1998 ($367 a month that year) was increased each year by the 
national rate of increase in per capita Medicare spending, '('he Medicare, Medicaid, and SCI II F 
Benefits Improvement and Protection Act of 2000 increa.sed that floor amount to $475 for 200 1 
and established a S525 floor for metropolitan areas with at least 250,000 residents, Those 
amounts also w ere increased each year by the national rate of increase in per capita Medicare 
spending. 

11. The BBA’s rules resulted in rates in some counties that were higher — in some cases, by a sub- 
stantial amount — than local per capita spendii^* in the FFS program. In other comities, how- 
ever, the update mechanism resulted in payment rates that W'crc lower than local per capita FFS 
spending. The M.VIA modified the benchmarks to be the higher of the BBA benchmarks or 
local pci capita spending. The MM A also requires that the govcnmiciil ‘rebase.’’ or rccsiimaie, 
per capita FFS c.\pcnditurcs in each county at least once every llucc years using the most cur- 
rent data available. In those years in which rebasing occurs, (he benchmark for each county will 
be the greater of the rebased per capita FTS expenditures or the update from the previous year’s 
rate. I'he Centers for Medicare & Medicaid Serv'ices rebased the FFS rates in 2004, 2005, and 
2007. 
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must have a cost of offering Medicare benefits that is low enough, relative to the 
benchmarks, to enable it to provide some mmbination of additional benefits and 
cash rebates. Those additional benefits — w'hich are similar to the 
supplemental benefits offered by private supplemental insurance polices — often 
include reduced cost sharing for medical services or prescription drugs. They may 
also include coverage of services that are not covered by Medicare, such as dental 
care, and they often include disease management, care coordination, and preven- 
tive care programs to promote better use of services. 

Both the cost of providing benefits, as reflected in plan bids, and the maximum 
amount Medicare will pay for those benefits, as reflected in the benchmarks, vary 
greatly among communities. That variation, in combination w ith characteristics of 
plans themselves, results in distinctive patterns of enrollment in Medicare Advan- 
tage as a w hole and among the various types of plans. 

Until recently, HMOs and PPOs accounted for nearly all enrollment in Medicare 
Advantage, and most of that was concentrated in urban and suburban areas. Those 
plans incur substantial administrative costs to establish and maintain networks of 
providers, to acquire and maintain eiuollment, and to manage utilization. To the 
extent that they negotiate pay ment rates with providers that are higher than Medi- 
care’s payment rales for services furnished in the rcc-for-servicc sector, those 
plans may also incur higher costs for medical services. They also have higher 
administrative costs per enrollee than the traditional Medicare program does 
because of their smaller scale of operations and their costs associated with network 
development and retention, care m<magemeni, marketing, and reinsurance, As a 
result, private plans must offset their higher costs of operations with savings from 
lower Lilili/alion or reductions in payment rales for providers. The ability ofplans 
to achieve such savings varies greatly among geographic areas. 

Previous work by CBO has shown that plans’ bids tor operating Medicare Advan- 
tage plans vary' less from county' to county than per capita FFS spending does (see 
Table 1). As a result in areas with high FFS costs per capita. Medicare Advantage 
plans’ bids are relatively low in comparison with FFS spending, and vice versa. In 
particular, in areas with the highest per capita FFS spending, health plans’ bids are 
about 9 percent below FFS spending. By contrast, in the low'esi-cosl FFS areas, 
health plans' bids are about 1 6 percent above FFS spending. Benchmark rates in 
those areas vary in similar fashion, from an average of about 4 percent above FFS 
costs in high-cost FFS areas to an average of about 26 percent above in low-cost 
areas. 

Most enrollment in HMOs and PPOs lends to be in relatively densely populated 
urban and suburban areas (where it is easier to establish provider networks) with 
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Table 1. 


Private Plans’ Bids for Providing Medicare Benefits 
Relative to Costs in the FFS Program, 2007 


Average per Capita FFS 
Expenditures in Plans' 
Service Areas (Dollars) 

Difference Between 

Plans' Bids and per Capita 
FFS Expenditures (Percent) 

Plans' Projected 2007 
Enrollment in Category (Percent) 

More Than 750 

-9 

26 

700 to 749 

1 

19 

650 to 699 

3 

25 

600 to 649 

9 

17 

Less Than 600 

16 

13 

National Average 

2 

100 


Source: Congressional Budget Office based on data submitted by private plans to the Medicare 
program for 2007. 

Note: FFS = fee for service. 

relatively high benchmarks and generally high per capita FFS spending.^" Because 
private plans try to restrain medical costs by managing the level and intensity of 
service utilization, they have greater potential to achieve savings relative to the 
FFS program in geographic areas where FFS practice involves relatively high uti- 
lization of costly seiv’ices — which also tend to be areas with high per capita FFS 
expenditures. Private plans have much less opportunity to achieve such savings in 
areas where utilization rates for expensive serviees in the FFS sector arc already 
relatively low. 

In contrast to HMOs and PPOs, private fee-for-service plans generally do not incur 
the costs of establishing and maintaining netw'orks of providers or managing utili- 
zation, and the payment rates PFFS plans pay to providers often are the same as 
Medicare rates. However, PFFS plans incur administrative costs for acquiring and 
maintaining enrollment, and they do not realize comparable savings from utiliza- 
tion management, which is often cited by supporters as an important public policy 
benefit from other types of Medicare Advantage plans. ’ ^ 

Private rcc-for service plans have enrollment that is far more dispersed than that ol’ 
local HMOs and PPOs. including significant enrollment in rural areas. The rapid 
growth of those plans increased the market share of private plans in rural areas 


1 2, Tt is easier for a plan to establish a network in a relatively densely populated area that has a rel- 
atively large number of providers than in a more sparsely populated area because the plan's 
leverage in negotiations with providers (to get them to accept relatively low payment rates and 
lo cooperate whih the plan’s efforts to manage utilization) is to promise them some volume of 
business by diverting to them patients from providers who do not participate in the network. 

13. Some Pl f'S plans employ certain utilization controls, such as counseling and monitoring of 
patients with phone calls from nurses. 
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from about 4 percent in 2005 to about 7 percent in 2006, and CBO expects that 
share to continue to grow under current law as private fee-for-service plans play an 
increasingly large role in Medicare Advantage. They are able to grow in rural 
areas, lirsl, because they face little competition from other types of private plans 
there; unlike HMOs and PPOs. they do not require networks of providers, which 
arc dilTicult to establish in those areas. Second, the rules enabling plans to pay the 
same rates to providers as Medicare does give them a competitive advantage 
against HMOs and PPOs, w'hich often pay higher rates than that program docs. 
Finally, benchmarks in rural areas are sufficiently high that private fee-for-service 
plans are able to offer extra benefits or rebates to attract members even without the 
cost-reducing tools available to other types of plans (that phenomenon is particu- 
larly notable in the rural counties wdth benchmarks at the floor amounts). 


Care Management in Medicare Advantage 

Medicare's FFS program provides a generally unmanaged approach to the delivery 
of medicine because providers at e paid for the number and types of services they 
deliver and not for the quality oftlie outcomes they bring about. Tleallh plans 
may be more able to manage care through their knowledge of members' health 
conditions, contact w ith providers, and ccntrali/cd administrative arrangements. 
Medicare Advantage plans also have a strong incentive to manage care to reduce 
costs, as any savings that they can generate accrue directly to them and their mem- 
bers. Health plans' various efforts at disease management, care coordination, and 
preventive care often include; 

■ Phone calls from nurses or caseworkers to provide reminders and periodic 
health assessments, 

■ Health coaches to encourage healthy behaviors, 

■ Educational programs to teach members and physicians about guidelines for 
effective treatment, and 

■ Efforts to connect members with resources in the community'.’^ 


14. In 2006, the average benchmark in urban counties with benchmarks at the floor amounts was 
121 percent of per capita fl'S spending, the benchmark in otlier "floor comities” (largely rural) 
w-as 1 34 percent, and the benchmark in other counties w-as 1 1 1 percent. (A floor county is paid 
at one of the two minimum rates established by the Medicare, Medicaid, and SCRIP Benefits 
Improvement and Protection Act of 2000 and updated each year.) See Medicare Payment Advi- 
soiy Comimssxow, Medicare Payment Policy, p. 244. 

1 5. See Medicare Paymetit Advisory Commission, Report to the Conf^res.s: Increasin}^ the Wilue of 
Medicare (June 2006), Chaplcr 2, “Care Coordination in Fcc-for-Scrvicc Medicare,” pp. 53-80, 

16. See Blue Cross and Blue Shield AssocioHion, Medicare Advantage: Improving ('are Through 
Prevention. Coordination, amf Management (February 2007); and .America’s Health Insurance 
Plans, Innovations in Chronic Care (March 2007). 
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Some plans also employ more intensive case management services targeted to 
their most medicdly complex members. Such programs have the potential to 
reduce plans' costs to the extent that they eliminate unnecessary services or man- 
age chronic conditions so as to avoid relatively costly episodes, such as extended 
hospital stays, (tiach of the techniques described above can also result in increased 
costs to plans if they are ineffective.) 

Initially, any cost savings that health plans realize (aher bids and premiums are 
set) from such activities accrue entirely to the plans, not to the government. Medi- 
care spending would not be reduced, for instance, if inpatient admissions in Medi- 
care Advantage plans declined in 2007. Plans (except for regional PPOs for a 
limited period of time) accept the full risk for their beneficiaries, so, within the 
payment period, they also realize all gains from their medical management 
strategies. 

In the long run. any reductions in cost achieved by health plans should be passed 
back to the beneficiaries (75 percent) and the government (25 percent) through the 
operation of the bidding mechanism. If a plan can provide services for a lower 
cost, it has a strong incentive to reduce its bid in order to increase the extra benefits 
and rebates that it can use to attract members. Similarly, any care management 
technologies that cause plans to increase their bids will result in reduced benefits 
and rebates for beneficiaries and increased costs to the government. Even if 
improvements in care management yielded significant improvements in elTiciency 
in Medicare Advantage, the government would realize, at most, 25 percent of 
those savings. 

Reporting on Measures of Health Plans* Quality 

One possible benefit of the Medicare Advantage program is the higher quality of 
care beneficiaries may receive through more disease management, care coordina- 
tion, and preventive care than they would receive in the Medicare fee-for-service 
program. But the extent to which such services lead to improved health outcomes 
is difficult to assess with the currently available data. Policymakers may therefore 
want to explore options for expanded reporting of outcomes. 

Some Medicare Advantage plans arc required to report on Ihc quality of care they 
provide, as measured by several surveys administered by the National Committee 
for Quality Assurance: 

■ The Health Plan Employer Data and Information Set (HEDIS), which collects 
information on the quality of care delivered by plans and their affiliated 
providers; 

■ rhe Consumer Assessment of Healthcare Providers and Systems (CAHPS), 
w'hich collects information on members’ experience in interacting with plans 
and their affiliated providers; and 
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■ I he Health Outcomes Survey (HOS), which collects information on the overall 
mental and physical health of plans’ populations. 

Some of the information collected is made available to the public through Medi- 
care's "'plan finder” Web site and other distribution channels. 

The current data sources and reporting requirements, however, do not provide suf- 
ficient information to assess whether health plans produce better health outcomes 
or deliver more cost-effective care than the FFS sector (as indicated by the quality 
of care per dollar of federal spending). PFFS plans, the fastest growing component 
of Medicare Advantage, are exempt from many of the reporting requirements, 
including all HFDIS measures.'^ Furthermore, the measures collected by the 
1 ICDIS and CAl IPS surveys largely measure the quality of the process of deliver- 
ing health care rather than the outcomes of that care. Plans are surveyed about their 
adherence to medical recommendations (for instance, treatment of heart attack 
patients with beta blockers and management of antidepressants), ability' to deliver 
preventive health services and screenings (for instance, controlling high blood 
pressure and providing breast cancer screenings), availability of care, and mem- 
bers’ perceptions ol' their responsiveness and accessibility. The HOS collects 
population-level health information on each plan but does not provide insight into 
the plans’ efficiency of operations. 

Though Medicare Advantage plans cost more than care under the FFS program 
does, on average, they would be more cost-effective if they delivered a sufficiently 
higher quality of care, The limited measures available suggest that Medicare 
Advantage plans are no more cost-effective than the FFS program, In addition, 
the quality measures reported for HMOs and PPOs show dramatic variation in per- 
formance between the best- and worst-performing plans, Developing reporting 
systems to comprehensively measure health outcomes in the Medicare Advantage 
and FFS programs would be helpful in assessing the value of care management 
techniques employed by Medicare Advantage plans. Expanded reporting on out- 
comes would also allow analysis of varying approaches adopted by different plans, 
w'hich could be a valuable tool in the search tor ways to restrain the cost of health 
care in the United States while maintaining or improving the quality’. 


17. PPO plans are also exempt fiom some reporting requiieinents. In comparison to HMOs. both 
PFFS and PPO plans have less access to medical records, iruiking some reporting requirements 
more difficult for them. All plans arc required to report on only a subset of the nicasui cs in 
HEDIS; in particular, plans are not required to report on the cost-of-cai e measures implemented 
in recent versions oflhe survey. 

1 8. See Medicare Payment Advisory Coiinnission, Issues in a Modernized Medicare Program, 
p. 70. 

19. See Medicare Payment .Advisory Commission, Report to the Congress: Promoting (/renter 
Efficiency in Medicare. June 2007. p. 67. 
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Figure 1. 

Enrollment in Medicare Advantage as a Percentage of 
Enrollment in Medicare 



Source: Congressional Budget Office. 

Notes: HMO = health maintenance organization; PPO = preferred provider organization; PFFS = 
private fee for service. 

For the purpose of this figure, enrollment in Medicare is considered to be that in Part A 
(Hospital Insurance). 

by 20 1 7, accounting for one-third of all Medicare Advantage enrollment at that 
time, up from about one-sixth now. 

HMOs and local PPOs grew strongly in 2006 as well, adding approximately 
1 million members from the end of 2005 to June 2007. Membership in such plans 
now numbers approximately 6.2 million. Growth in 2007 for those types of Medi- 
care Advantage plans was slower than that for 2006, however, and, according to 
CBO's projections, that portion of the program will grow more slowly than the 
PFFS portion over the next several years. In addition, the expiration of the authori- 
zation for a special needs program after December 3 1 , 2008, will eliminate one of 
the faslcsl-growing components of local HMOs and PPOs, limiting the future 
growth of such plans under current law.""' 


23, Special needs plans were authorized by section 231 of the Medicare Modernization Act. As of 
.May 2007, about 900,000 beneficiaiies were enrolled in such plans, the majoiir,' of whom were 
in HMOs. Those plans are pennitted to market to and restrict enrollment to specific subgroups 
of beneficiaries, including people who are dually eligible for Medicare and Medicaid, who have 
chronic conditions, and who reside in institutions. 
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Table 2. 

Recent Enrollment in Medicare Advantage and Other 
Group Health Plans 

(Thousands of people) 


Additions 



Total, 

December 2005 

During 2006 

During 2007 

Total, 
June 2007 

Medicare Advantage 

Local HMOs and PPOs 

5,160 

840 

190 

6,190 

Private fee for service 

210 

660 

720 

1,590 

Regional PPOs 

0 

100 

60 

160 

Subtotal, Medicare Advantage 

5,370 

1,600 

970 

7,940 

Other Group Health Plans*’’ 

760 

-130 

-10 

620 

Total, All Group Health Plans 

6,120 

1,470 

960 

8,560 


Source: Congressional Budget Office based on data from the Centers for Medicare & Medicaid 
Services. 

Notes: HMO = heaith maintenance organization; PPO = preferred provider organization. 

Figures do not add up to totais because of rounding, 
a. Other group plans include cost-reimbursed plans, health care prepayment plans, a program of 
all-inclusive care for the elderly, and some demonstration plans. 


Rising Costs for Medicare Advantage 

CBO projects that payments to Medicare Advantage plans will rise from an esti- 
mated S60 billion in calendar year 2006 to $196 billion in 2017. an annual average 
growth rate of 11 percent (see Table 3). Much of that increase will result from 
growing enrollment (about 7 percent per year); tiie rest from increasing payments 
per enrollee (about 4 percent per year). By comparison, CBO estimates that total 
enrollment in Medicare will grow much more slowly and that total spending will 
increase by an average of 6.5 percent per year. Spending for Medicare Advantage 
is projected to total approximately $1.5 trillion over that 1 1-ycar period. 

Because beneficiaries can be enrolled in only the Medicare Advantage program or 
the FFS program, increasing enrollment in the former leads to partially offsetting 
decreasing spending in the latter. However, because payments to Medicare Advan- 
tage plans are higher, on average, than costs in the FFS sector, shifts in enrollment 
out of the FFS program and into private plans increase net Medicare spending. 

CBO projects that private fee-for-service plans will account for a rapidly growing 
share of Medicare Advantage spending, witli payments to them increasing from 
approximately $5 billion in calendar year 2006 to $13 billion in 2007 and $59 bil- 
lion in 201 7. That increase represents an annual average nominal growth rate of 
25 percent over the 1 1 -year period and reflects a 20 percent average rate of growth 
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Table 3. 

CBO’s Baseline Estimates for Medicare Advantage 

2008- 2008- 2006- 



2006 

2007 

2008 

2009 

2010 

2011 

2012 

2013 

2014 

2015 

2016 

2017 2012 2017 2017 






Enrollment (Calendar year average, I 

in thousands) 


Local HMOs and PPOs 

5,740 

6,400 

6,790 

7,230 

7,380 

7,460 

7,560 

7,720 

7,920 

8,120 

8,320 

8,530 

PFFS 

650 

1,670 

2,290 

3,120 

3,720 

4,170 

4,490 

4,680 

4,770 

4,840 

4,900 

4,960 

Regional PPOs 

70 

140 

180 

240 

290 

350 

420 

490 

570 

650 

730 

810 


Subtotal, Medicare 

Advantage 6,460 8,210 9,260 10,590 11,390 11,980 12,470 12,890 13,260 13,610 13,950 H300 


Other Group Plans® 640 590 520 310 160 160 150 150 150 150 150 140 

Total, Medicare Group Plans" 7,100 8,800 9,780 10,900 11,550 12,140 12,620 13,040 13,410 13,760 14,100 14,440 

Medicare Advantage Enrollment 

as a Percentage of Hospital 15 19 21 23 25 25 26 26 26 26 26 26 

Insurance Enrollment 

Spending (Calendar year incurred, in billions of dollars) 

Local HMOs and PPDs 54 63 70 78 83 87 92 97 103 110 118 127 411 965 

PFFS 5 13 19 27 33 39 44 47 50 52 55 59 162 424 

Regional PPOs 11223445689 10 15 53 

Subtotal, Medicare 

Advantage 60 77 91 107 119 130 140 149 159 169 182 196 587 1,442 

Other Group Plans® 444211111111813 

Total, Medicare Group Plans" 64 81 95 109 120 131 141 150 160 170 183 197 596 1,455 

Fiscal Year Outlays^''* 56 75 91 106 117 140 128 150 158 167 195 194 582 1,446 

Number of Capitation Payments^ 11 12 12 12 12 13 11 12 12 12 13 12 60 121 

Enrollment Growth (Percent) 

Local HMOs and PPOs 16 11 6621123233334 

PFFS 435 156 37 36 19 12 8 4 2 1 1 1 22 12 20 

Regional PPOs 30 36 _23 ^ _19 _16 W W 12 ^ 

Subtotal, Medicare 

Advantage 27 27 13 14 8 5 4 3 3 3 3 3967 

Other Group Plans® -13 -8 -11 -41 -48 -1 -1 -1 -1 -1 -1 -1 -24 -13 -13 

Total, Medicare Group Plans" 22 24 11 11 6 5 4 3 3 3 3 3757 

Continued 
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Table 3. 

Continued 


2008 - 2008 - 2006 - 



2006 

2007 

2008 

2009 

2010 

2011 

2012 

2013 

2014 

2015 

2016 

2017 

2012 

2017 

2017 






Annual Net per Capita Spending Growth (Percent) 





Local HMDs and PPOs 

8 

4 

6 

4 

4 

4 

4 

3 

4 

4 

5 

5 

4 

4 

4 

PFFS 

0 

4 

6 

4 

4 

4 

4 

3 

4 

4 

5 

5 

4 

4 

4 

Regional PPOs 

n.a. 

4 

6 

4 

4 

4 

4 

3 

4 

4 

5 

5 

4 

4 

4 

Subtotal, Medicare 
















Advantage 

6 

2 

5 

3 

3 

4 

3 

3 

4 

4 

5 

5 

4 

4 

4 

Other Group Plans'^ 

5 

4 

4 

-5 

-18 

4 

4 

3 

4 

4 

5 

5 

■3 

1 

1 

Total, Medicare Group Plans*’ 

7 

3 

5 

4 

4 

4 

3 

3 

4 

4 

5 

5 

4 

4 

4 







Annual Spending Groinrth (Percent) 






Local HMDs and PPOs 

26 

16 

12 

11 

6 

5 

5 

6 

6 

6 

7 

8 

8 

7 

8 

PFFS 

437 

167 

45 

42 

24 

17 

12 

8 

6 

5 

6 

6 

27 

16 

25 

Regional PPOs 

n.a. 

107 

38 

42 

28 

26 

23 

20 

20 

19 

18 

17 

31 

25 

31 

Subtotal, Medicare 
















Advantage 

36 

30 

18 

18 

11 

9 

8 

7 

7 

6 

7 

8 

13 

10 

11 

Other Group Plans® 

-9 

-4 

-8 

-44 

-58 

3 

2 

2 

2 

2 

3 

4 

-25 

-13 

-12 

Total, Medicare Group Plans*" 

32 

27 

17 

16 

10 

9 

8 

7 

7 

6 

7 

8 

12 

9 

11 


Source: Congressional Budget Office. 

Notes: HMO = health maintenance organization; PPO = preferred provider organization; PFFS = private fee for service; 
n.a, = not applicable, 

a. Other group plans include cost-reimbursed plans, health care prepayment plans, a program of all-inclusive care for the eld- 
erly, and some demonstration programs. 

b. Does not include spending from the stabilization fund tor regional PPOs or for certain demonstration programs. 

c. Includes spending from the stabilization fund for regional PPOs and for certain demonstration programs. 

d. In general, capitation payments to group health plans and prescription drug plans for the month of October are accelerated 
into the preceding fiscal year when October 1st falls on a weetend. However, the Balanced Budget Act of 1997 required that 
the October payment in 2006 be made on October 2 instead of September 29. 
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in enrollment and a 4 percent average annual rate of growth in net payments per 
cnrollcc. Tn 2006, PFFS plans accounted for approximately 8 percent of Medicare 
Advantage spending; CBO anticipates that those plans will account for 1 7 percent 
of that spending in 2007 and 29 percent in 2017. 

Despite the rapid projected growth in PFFS plans, local HMOs and PPOs are pro- 
jected to continue to account for the largest portion of spending throughout the 
projection window. According to CBO's estimates, payments to tho.se organiza- 
tions will increase from approximately $54 billion in calendar year 2006 to 
approximately $63 billion in 2007 and $127 billion in 2017, reflecting an annual 
average nominal growth rate ofS percent, That increase results from projected 
annual average growth of 4 percent in enrollment and 4 percent in net per capita 
payments. 

Regional PPOs arc projected to grow from the current 160,000 members to 
about 800,000 in 2017 (under an assumption tliat current law remains in place). 
Payments to such plans were approximately $1 billion in 2006 and, by CBO's pro- 
jections, will be $1 billion in 2007 and $10 billion in 2017 — representing an 
annual growth rale of 31 percent, 25 percent from enrollment and 4 percent from 
growth in net per capita payments. 

CBO’s baseline projections also include approximately $3.5 billion in spending in 
2012 and 2013 from the “stabilization fund” established under the Medicare Mod- 
ernization Act to encourage regional PPOs’ participation in the Medicare Advan- 
tage program. 


Estimated Spending Reductions from 
Alternative Policies 

A number of policy options exist that would reduce spending on Medicare Advan- 
tage. This testimony presents three options drawn from CBO’s February 2007 
Budget Options repoit.^"^ 

Pay Plans at Local FFS Rates 

The first policy would reduce the county-level benchmarks under Medicare 
Advantage to the level of local per capita FFS spending. Relative to spending 
under current law; CBO estimates, this policy would save $9.5 billion in 2009, 

$54 billion over the 2009-2012 period, and $149 billion over the 2009-2017 
period (sec Table 4).-^ Limiting benchmarks to 100 percent ofFFS costs for pri- 
vate fee-for-service plans and maintaining current-law benchmarks for other plans 


24. Congressional Budget Office, Btui^el Options (Febraai^ 2007). See Options 370-2, 370-3, and 
570-4. 

25. The county-lcvcl benchmarks for 2008 have been announced, and the bid approval process is 
under way. The estimates as.sunic that ihe policies under discussion would lake cfTcci in 2009 (o 
avoid inten'uptiiig that process for 2008. 
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Table 4. 

Estimated Budgetary Effects of Alternative Policies 

(Billions of dollars, by fiscal year) 


2008 - 2008 - 

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2012 2017 


Pay Plans at Local FFS Rates 

0 

-9.5 

-13.7 

-16.2 

-14.6 

-16.8 

-17.7 

-18.6 

-21.2 

-20.8 

-54.0 

-149.1 

Eliminate Double Payments for 

Indirect Medical Education 

0 

-0.8 

-1.1 

-L3 

-1.1 

-1.3 

-1.4 

-1.6 

-1.8 

■1.7 

■4.2 

■12.0 

Eliminate the Remainder of the 
Regional PPO Stabilization Fund 

0 

0 

0 

0 

-1.6 

-1.6 

-0.4 

0 

0 

0 

-1.6 

-3.5 


Source; Congressional Budget Office. 

Notes: Figures do not add up to totals because of rounding. 

The estimates are net of changes in premium receipts resulting from policy changes. 

would reduce federal spending by about $14 billion over tlie 2009-2012 period 
and $43 billion over the 2009-2017 period. Requiring PFFS plans to maintain net- 
works similar to local PPOs would have similar effects, saving $13 billion over the 
2009-2012 period and $40 billion over the 2009-2017 period, if implemented in 
2009. Each policy would, however, have a considerable impact on both plans and 
their parlicipanls. 

All counties have benchmarks set at or above local FFS rates. Many counties have 
rates well above local per capita FFS costs, particularly counties where the floor 
payment rates were in effect before tlic enactment of the Medicare Modernization 
Act. Reducing benchmarks to FFS levels would result in a significant reduction in 
benchmarks in most counties. CBO estimates that in 2007, the average payment 
will be 12 percent above FFS rates: that difference will be greater for PFFS plans 
and lower for HMOs and PPOs. One force pushing that payment difference still 
higher in the ftiturc is the continuing growth of PFFS plans, although other forces 
could offset or reinforce that increase (such as changes to the calculations of 
county benchmarks and changes in the reported health status of enrollees). 

Reducing benchmarks would leave less money for health plans to offer reduced 
premiums or supplemental benefits. That change, in turn, would make the program 
less attractive to beneficiaries and lead some to return to the traditional fee-for- 
service program. Others who would have joined Medicare Advantage plans would 
remain in the fee-for-service program. The change also would make the Medicare 
Advantage program less attractive for health plans and cause some to leave the 
program, as they did after the Congress restrained growth in payment rates in the 
Balanced Budget Act of 1997. By CBO’s estimates, enacting this policy would 
reduce enrollment in Medicare Advantage by about 6.2 million beneficiaries in 
2012 relative to the baseline projection, a decline of about 50 percent — leaving 
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Table 5. 


Estimated Budgetary Effeets of Polieies 

Capping the Benchmarks under Medicare Advantage 

(Billions of dollars, by fiscal year) 

Limit on MA Benchmarks as a 

Change in Direct Spending 

Percentage of FFS Costs 

2008-2012 

2008-2017 

100 

-54 

■149 

105 

-43 

•120 

110 

-32 

-90 

115 

-23 

•64 

120 

-15 

-42 

125 

-10 

-28 

130 

-6 

-18 

135 

-4 

-10 

140 

-2 

-7 

145 

-2 

-5 

150 

-2 

-4 


Source: Congressional Budget Office. 

Notes: MA = Medicare Advantage; FFS = fee for service. 

The estimates are net of changes in premium receipts resulting from policy changes. Each 
policy would limit the Medicare Advantage program's county benchmarks to some level 
above local per capita FFS costs. 

total Medicare Advantage enrollment at about 6,3 millton (and the program’s 
share of total enrollment in Medicare at 13 percent), which is roughly 1 ,7 million 
enrollees fewer than there are today. Limiting the policy change to private fee-for- 
service plans would result in a smaller reduction in enrollment, approximately 
3.3 million beneficiaries in 2012. Requiring PFFS plans to have PPO-like net- 
works would have approximately the same effect. 

CBO also has estimated the budgetary efiect of variations on this option that 
would limit the benchmarks to certain levels above local FFS costs (see Table 5). 
For example, the Congress could limit all local benchmarks to 110 percent or 
120 percent of local per capita FFS spending. Such policies would have similar, 
but smaller, effects on payments to plans and enrollment. CBO estimates that cap- 
ping benchmarks at 1 10 percent of local per capita FFS costs would reduce spend- 
ing by $32 billion over the 2009-2012 period and $90 billion over the 2009-2017 
period ($12 billion and $38 billion, respectively, for the PFFS-only option). Cap- 
ping rates at 120 percenter FFS costs would save $15 billion from 2009 to 2012 
and $42 billion from 2009 to 2017 ($7 billion and $22 billion, respectively, for the 
PFFS-only option). 

In general, those spending reductions mirror the spending distribution of Medicare 
Advantage payments. About 52 percent of Medicare Advantage spending is in 
counties where the benchmark is greater than 110 percent of local FFS costs. 
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Table 6. 


Distribution of Medicare Advant^e Spending, by tbe 
Percentage by Which County Benchmarks Exceed 
Local FFS per Capita Costs 


(Percent) 

Percentage by Which Benchmark 
Exceeds FFS Costs 

Portion of Medicare Advantage Spending 

Within Category 

Within or Above Category 

0 

10 

100 

GreaterThan 0 to 9.9 

38 

90 

10 to 19.9 

31 

52 

20 to 29.9 

12 

21 

30 to 39.9 

5 

9 

40 to 49.9 

1 

4 

50 and Higher 

3 

3 


Source: Congressional Budget Office. 

Note: Categories are based on the Medicare Advantage program's local county benchmarks and 
local fee-for-service (FFS) rates. The total spending is calculated as if all bids were equal to 
the benchmark and all beneficiaries had average expected costs. The analysis includes all 
counties with reported FFS spending for 2007 (as well as Puerto Rico). 

meaning that about one-half of spending would be affected (see Table 6). (That 
fact does not mean, however, that one-half of spending would be cut from the pro- 
gram, because the portion of spending below 110 percent of local FFS costs in 
those counties would be unalfected by the change.) 

Because the payment reduction is largest in counties with the highest benchmarks 
relative to local FFS costs, the reductions in extra benefits and declines in enroll- 
ment under the policy would be lai^est in those areas. Plans in counties paid at one 
of the two floor rates would experience the largest payment cuts and enrollment 
reductions: those counties generally have low FFS costs. Plans in counties with 
benchmarks nearest FFS costs would see the smallest payment and enrollment 
reductions; those counties are generally urban and suburban counties with rela- 
tively high FFS costs. In virtually no county would plans avoid a payment reduc- 
tion if benchmarks were set at FFS rates, however; the minimum update require- 
ment has kept the rates for counties where payments were at FFS rates in 2004 (the 
first year plans were paid at the local FFS level) above FFS costs subsequently in 
the majority of cases. 

Eliminate Double Payments for Indirect Medical Education 

Medicare’s payments to teaching hospitals for inpatient services in the traditional 
fee-for-service sector include an “indirect medical education” (IME) adjustment. 
That adjustment is intended to account for the fact that teaching hospitals lend to 
have greater expenses than other hospitals. Teaching hospitals, for example, typi- 
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cally offer more technically sophisticated services than other hospitals do and treat 
patients who have more-complex conditions. 

1 hose IMh payments are included in the benchmarks in counties where the bench- 
mark has been tied to FFS spending. Nevertheless, Medicare also pays the TME 
amount to Leaching hospitals that treat patients enrolled in Medicare Advantage 
plans. 

This policy would eliminate that double payments by removing IMF payments 
from the benchmarks in counties where the benchmark has been associated with 
per capita spending in the fee-for-serviee sector, By CBO s estimates, such a 
change would save $1 billion in 2009, $4.5 billion over the 2009-20 12 period, and 
$12 billion over the 2009-2017 period (compared with spending under current 
law). 

This option is only one method ofimplcmciiLing such a payment reduction. The 
Administration's budget for fiscal year 2008 proposed an alternative approach: 
remove the double payments for IME in all counties (not just the FFS-based 
counties) by eliminating the separate IME payments for Medicare Advantage 
enrollees treated in teaching hospitals. The Administration's proposal would phase 
in that change over the 2008-2016 period. According to CBO’s estimates, that 
provision would save $500 million in 2008, $5 billion over the 2008-2012 period 
and $19 billion over tlie 2008-2017 period (this policy generates savings in 2008 
because payments to hospitals can be changed more quickly than payments to 
plans made through the bidding system). The choice of whether to eliminate the 
double payments from the health plan side or from the hospital side could have 
important financial consequences for health plans and teaching hospitals. 

Eliminate the Remainder of the Regional PPO Stabilization Fund 

I'he stabilization fund established by the MMA was authorized to spend $10 bil- 
lion over the 2007—2013 period to encourage the participation of regional PPOs in 
the Medicare Advantage program. The Tax Rclicfand Flcalth Care Act ol*2006 
repealed $6.5 billion of that amount and prohibited spending the remainder until 
2012. This option would eliminate that fund and would save an estimated $1.6 bil- 
lion in 2012 and $3.5 billion over the 2008-2017 period. 


Conclusion 

The Medicare Advantage program has been growing rapidly and is projected to 
continue to do so. Such growth, under current payment policies, increases net costs 
to Medicare because payments made to Medicare Advantage plan.s exceed costs 
under the traditional fcc-tbr-scrvicc program. Policymakers evaluating options for 
reducing payments to Medicare Advantage plans need to weigh the cost savings 
against benefits that the plans provide in managing care, tlie eflecl on health care 
costs overall, and the impact on beneficiaries. Finally, expanded reporting on 
health outcomes may help policy'makers better evaluate both the overall effects 
and specific care management approaches of Medicare Advantage plans. 
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Enrollment in Medicare Advantage as a 
Percentage of Enrollment in Medicare 


Percentage of Part A Enrollment 


1994 1996 1993 2000 2002 2004 2006 2008 2010 2012 2014 2016 


© Estimated Budgetary Effects of Policies Capping the 
Benchmarks under the Medicare Advantage Program 


Limit on MA 

Benchmarks as a 
Percentage of FFS Costs 

100 

Change in Direct Spc 
2008-^2012 

-54 

mdinq fBIMions of dollars) 
2008-2017 

-149 

110 

-32 

-90 

120 

-15 

-42 

130 

-6 

-18 

140 

-2 

-7 

150 

-2 

-4 
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© Medicare Spending per Capita in the 

United States, by Hospital Referral Region, 2003 
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Chairman Spratt. Dr. Miller, the executive director of MedPAC, 
thank you for coming. And we would now like to hear your test!- 
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mony. We will make the full statement part of the record. You can 
summarize it as you see fit. 

STATEMENT OF MARK E. MILLER, EXECUTIVE DIRECTOR, 
MEDICARE PAYMENT ADVISORY COMMISSION 

Mr. Miller. Chairman Spratt, Ranking Member Ryan and dis- 
tinguished members of the committee, I appreciate your asking for 
MedPAC’s views on Medicare’s managed care payments. MedPAC 
is an independent congressional support agency created by the 
Congress to provide analysis and recommendations regarding 
Medicare policy. Much of our work focuses on payment issues, and 
I would stress that we make many payment recommendations on 
the fee-for-service side that involve reducing payments, much as 
the recommendations we are going to discuss today for managed 
care. 

In our recommendations, the Commission tries to assure that 
beneficiaries have access to quality care, to assure that tax dollars 
are well spent and to assure that payments to providers are fair 
and adequate. Furthermore, the Commission believes that all pro- 
viders in Medicare, whether fee-for-service or managed care, should 
be under some degree of fiscal pressure, to motivate the continuous 
search for efficiency and quality improvement. The Commission is 
also acutely aware of the long-run sustainability problems facing 
Medicare. These problems are reviewed in my testimony, and I am 
sure Peter has gone through them with this committee many times. 

The Commission has long supported managed care plans as a 
choice in Medicare. Managed care plans have the potential to be ef- 
ficient, and they have greater flexibility in innovating care delivery. 
Indeed, the original concept of the managed care plans was that 
they would be more efficient than fee-for-service and, through these 
efficiencies, offer extra benefits such as lower cost sharing, and 
that in turn would attract beneficiaries. 

Regarding payment, for many years the Commission has rec- 
ommended that Medicare payments should be neutral to the bene- 
ficiary’s choice. We should not have payments that favor either fee- 
for-service or managed care plans, and of course, as has been men- 
tioned, they should encourage efficiency. The current Medicare 
managed care payment system is flawed. It is not neutral, and it 
does not encourage efficiency. It draws beneficiaries to enroll in 
managed care, and as Peter indicated, every beneficiary enrolled is 
an increased cost to the Medicare program. This is largely because 
the plans bid against legislatively set benchmarks that are, on av- 
erage, 16 percent above traditional fee-for-service payments. These 
benchmarks vary across the country. They can be as high as 30 
and 40 percent above fee-for-service in the Continental U.S. 

The current bidding system, which I can explain in questions, re- 
sults in payments that, on average, are 12 percent above tradi- 
tional fee-for-service. Plans are required to use part of their total 
payment to give extra benefits to beneficiaries. And of course, this 
is attractive to beneficiaries, and there has been a large increase 
in plan offerings and enrollment. There are now an average of 20 
plan options offered per county, and enrollment is at 18 percent, 
the highest it has ever been in Medicare. 
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Note that these extra benefits are paid for by taxpayers through 
the Part A trust fund and general revenues. Further note that it 
increases the Part B premium that is paid by all beneficiaries 
whether they are in managed care plans or not. It is also alarming 
to note that the most rapid growth is in the private fee-for-service 
plans. These plans operate largely like traditional fee-for-service. 
They do not put together networks of providers to manage care. 
They do not negotiate fees. In fact, they use the same fees as tradi- 
tional fee-for-service, and they are highly inefficient based on the 
analysis that we have done. On average. Medicare pays them 9 
percent more than fee-for-service to deliver the traditional fee-for- 
service benefit, and then because of our current payment system, 
these plans, on average, are paid 19 percent more than fee-for-serv- 
ice after all is said and done. 

Furthermore, these plans have very few requirements. Peter re- 
ferred to the fact that they have very minimal quality data report- 
ing requirements, and there is less oversight exercised by the agen- 
cy on these plans. The current Medicare managed care payment 
mechanism sends signals inviting and rewarding inefficient plans, 
and the private fee-for-service plans may be the most striking ex- 
ample of what is wrong with the system. 

As you know, the Commission has recommended reducing the 
benchmarks to pay managed care plans to 100 percent of fee-for- 
service. We acknowledge and realize that this creates concern that 
in some markets there will be fewer plan offerings and benefit 
packages will be less generous. Our most recent report explains 
some methods of transitioning to these lowered benchmarks. And 
we also note that there are plans that are efficient and that can 
provide additional benefits through those efficiencies, but we do 
recognize that there will be less plans and less generous offerings, 
as Peter indicated. 

In closing, I would make these points. The Commission supports 
the role of managed care plans in Medicare. There is evidence that 
plans, particularly certain types of plans, can be efficient, but the 
current system is costly and rewards inefficient plans. Reducing 
the benchmarks will have the effect of focusing our resources on 
plans that can provide extra benefits through savings and return 
to the original intent of the program. There will be resistance from 
plans enjoying the extra payments and from beneficiaries enjoying 
the extra benefits, but the problems will be more costly and more 
difficult to address given the current enrollment trends. 

I look forward to your questions. 

[The prepared statement of Mark E. Miller follows:] 
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Chairman Spratt, Ranking Member Ryan, distinguished Committee members, 1 am 
Mark Miller, Executive Director of the Medicare Payment Advisory Commission 
(MedPAC). 1 appreciate the opportunity to be here with you this morning to discuss the 
Medicare Advantage program and recommendations that the Commission has made for 
the program. 

The Medicare Payment Advisory Commission (MedPAC) is an independent federal body 
established by the Balanced Budget Act of 1997 to advise the Congress on issues 
affecting the Medicare program. MedPAC makes recommendations on payment policy 
for providers in Medicare's traditional fee-for-service program and for Medicare 
Advantage organizations. MedPAC also analyzes beneficiary access to care, quality of 
care, and other issues affecting Medicare. 

The Commission’s 17 members bring diverse expertise in the financing and delivery of 
health care services. Commissioners are appointed to three-year terms (subject to 
renewal) by the Comptroller General and serve part time. The Commission is supported 
by a staff of analysts, who typically have backgrounds in economics, health policy, and 
public health. 

Several principles guide the Commission’s work. First. Medicare beneficiaries need to 
have access to high quality care. Second, taxpayer dollars should be spent wisely. Third, 
providers should be paid fairly to serve Medicare beneficiaries and those payments 
should encourage efficiency and quality. In short, the Commission strives to make 
Medicare a more efficient program while at the same time improving the quality of care 
beneficiaries receive. 

The Commission believes that greater efficiency is achieved when organizations face 
financial pressure. The Medicare program needs to exert consistent financial pressure on 
both the traditional fee-for-service (FFS) program and the Medicare Advantage (MA) 
program. This financial pressure, coupled with meaningful measurement of quality and 
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resource use in order to reward efficient care, will maximize the value of Medicare for 
the taxpayers and beneficiaries who finance the program. 

The Commission is acutely aware of the long-run sustainability issues facing Medicare. 
Figure 1 shows the Medicare trustees' view of the future of Medicare financing. Total 
expenditures for Medicare will take up an increasing share of the nation’s gross domestic 
product (GDP) and quickly exceed dedicated financing. In their most recent report, the 
Medicare trustees project that, under intermediate assumptions, the hospital insurance 
(HI) trust fund (which finances Part A of Medicare) will be exhausted in 2019. There is 
no provision to use general revenues to cover Part A services once the HI trust fund is 
exhausted. Consequently, either those expenditures will have to cease or some new 
source of financing will have to be found. For other parts of Medicare (Part B and Part 
D), general tax revenues and premiums automatically increase with expenditures. Those 
automatic increases will impose a significant financial liability on Medicare beneficiaries, 
who must pay premiums and cost sharing, and on taxpayers in general. For example, if 
income taxes remain at their historical average share of the economy, the Medicare 
trustees estimate that the program’s share of personal and corporate income tax revenue 
would rise from 10 percent today to 24 percent by 2030. 
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Figure 1. Medicare laces serious challenges with long-term financing 



Note: GDP (gross domestic product), HI (Hospital Insuronce). Tax on benefits refers to income taxes ^ot higher 

income individuals pay on Social Security benefits that are designated for Medicare. State transfers (often 
called the Part D "clawback") refer to payments from the states to Medicare for assuming primary 
responsibility for prescription drug spending. 

Source; 2007 annual report of the Boords of Trustees of the Medicare trust funds. 

Figure 2 shows that between 1970 and 2005, the average monthly Social Security benefit 
(adjusted for inflation) increeised by an annual average rate of 1 .6 percent. Over the same 
period, average supplementaiy medical insurance (SMI) premiums plus cost sharing and 
average SMI benefits grew by annual averages of 4.5 percent and 5.9 percent, 
respectively. In the 2003-2006 period, Part B premium increases offset 20 percent to 40 
percent of the dollar increase in the average Social Security benefit. For 2007, the 
increase in the Part B premium offsets 13 percent of the Social Security benefit increase. 
Medicare trustees project that between 2006 and 2036, the average Social Security 
benefit will grow by just over 1 percent annually (after adjusting for inflation), compared 
with 3 percent annual growth in average SMI premiums plus cost sharing. 
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Figure 2. Average monthly SMI benefits, premiums, and cost sharing are 
projected to grow faster than the average monthly Social Security benefit 



Note; SMI (Supplementory Medical Insuronce). Average SMI benefit and average SMI premium plus cost 
shoring volues are for o beneficiary enrolled in Part B and (after 2006) Port D. Beneficiary spending 
on outpatient prescription drugs prior to 2006 is not included. 

Source: 2007 annual report of the Board of Trustees of the Medicare trust funds. 


Medicare’s private plan option was originally designed as a program that would produce 
efficiency in the delivery of health care. Tlirough the use of coordinated care techniques, 
selected provider networks and negotiated fees, plans would be more efficient than the 
traditional FFS program. Efficient plans would be able to provide extra benefits to 
enrollees choosing to enroll in such plans, and this in turn would lead to higher plan 
enrollment. Unfortunately, MA has instead become a program in which there arc few 
incentives for efficiency. Although MA uses "bidding" as the means of determining plan 
payments and beneficiary premiums, the bids are against administratively-set 
benchmarks. Setting benchmarks well above the cost of traditional Medicare signals that 
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the program welcomes plans that are more costly than traditional Medicare. Put 
differently, inefficient plans — as well as efficient plans — are able to provide the kind of 
enhanced coverage that attracts beneficiaries to private plans because of generous MA 
program payments. These additional payments are funded by all taxpayers. 

Furthermore, all Medicare beneficiaries — not just the 18 percent of beneficiaries enrolled 
in private plans — pay higher Paid B premiums to fund these payments in excess of 
Medicare FFS levels. 

MedPAG's recommendations on private plans in Medicare and 
transition approaches 

MedPAC has a long history of supporting private plans in the Medicare program. The 
Commission believes that Medicare beneficiaries should be able to choose between the 
FFS Medicare program and the alternative delivery systems that private plans can 
provide. Private plans may have greater flexibility in developing innovative approaches 
to care, and these plans can more readily use tools such as negotiated prices, provider 
networks, care coordination and other health care management techniques to improve the 
efficiency and quality of health care services. 

The Commission believes that payment policy in the MA program should be built on a 
foundation of financial neutrality between payments in the traditional FFS program and 
payments to private plans. Financial neutrality means that the Medicare program should 
pay the same amount, adjusting for the risk status of each beneficiary, regardless of 
which Medicare option a beneficiary chooses. This approach underpins many of the 
recommendations that the Commission has made to improve the MA program, which are 
shown in the text box, p. 1 5. 

Current MA program payment rates reflect previous statutory changes that provided for 
minimum payment levels in certain counties, which were often well above FFS levels. 
These inflated benchmarks, coupled with the distribution of MA enrollment across the 
country, undermine the goal of financial neutrality. CuiTently, program payments for MA 
plan enrollees are well above 100 percent of FFS expenditure levels: on average, MA 
program payments are at 1 12 percent of Medicare FFS levels. Note that benchmarks vary 
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by county, and so payment levels to plans vary among plan types, based on where their 
enrollment is concentrated. In 2006, payment levels ranged from 1 1 0 percent of FFS for 
HMOs to 1 1 9 percent of FFS for private fee-for-service (PFFS) plans. 


To pay MA plans appropriately, the Commission recommends that benchmarks — the 
basis of plan payments in MA — should be set at 100 percent of Medicare FFS 
expenditures. The Commission first made this financial neutrality recommendation in 
March 2001 . For the past several years, we have analyzed payments to private plans 
compared to FFS and have found consistently that plan payments exceed FFS 
expenditure levels. 


The excess payments to private plans allow them to be less efficient than they would 
otherwise have to be, because inetTicienl plans can use the excess payments — rather than 
savings from efficiencies — to finance extra benefits that in turn attract enrollees to such 
plans. As shown in Table 1, enrollment has grown substantially in MA as result of this 
situation. 


Table 1. Enrollment has grown substantially in the Medicare Advantage 
program in the last two years 


Plan tvpe 

1 Enrollment 1 

1 Net enrollment growth 1 


December 

2005 

July 

2006 

February 

2007 

Dec. 2005 to 
July 2006 

July 2006 to 
Feb. 2007 

Local HMOs 
and PPOs 

5,157,627 

5,479,630 

6.064,666 

6% 

1 1% 

PFFS 

208,990 

773.553 

1,327,826 

270% 

72% 

Regional 

PPOs 

None available 

81,785 

120,770 

N/A 

48% 


Note; PPO (preferred provider organization), PFFS (private fee-lor-service), N/A (not applicable). Table does 
not include special needs plans or employer-only plans. 


Reducing benchmarks would mean that plans could only provide benefits through their 
efficiencies relative to FFS. This would result in fewer plan offerings and less generous 
benefits. Because of the impact on plan enrollees, the Congress may wish to employ a 
transition approach in implementing the Commission’s recommendation on payment 
rates. Possible approaches might be to (a) freeze all county rates at their current levels 
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until each county’s rate is at the FFS level, with a possible minimum yearly update; (b) 
cap the percentage by which county rates can exceed FFS levels and then gradually lower 
the cap; (c) use a blend of 100 percent of FFS levels and Medicare Advantage county 
rates and gradually overtime increase the portion attributable to 100 percent of FFS in 
the blend; or, (d) use competitive bidding to set rates, using plan bids as a factor in 
determining county rates. 

Efficiency in Medicare Advantage and extra benefits 

Historically, policymakers have tried to structure the Medicare private plan program so 
that efficient plans could provide extra benefits to plan enrollees. To the extent that a 
private plan could provide care more efficiently than FFS Medicare, the plan could use its 
efficiency gains to finance extra benefits — reduced out-of-pocket costs, and coverage of 
services Medicare did not cover, such as dental, hearing, vision services, and (most 
importantly before the advent of Part D) outpatient prescription drugs. The ability to offer 
extra benefits would attract beneficiaries to enroll in these plans. Having plans compete 
against each other would also promote efficiency. In a system in which plan payments 
are appropriately risk-adjusted, a richer benefit package would generally signal that one 
plan was more efficient than another competing plan — and that a private plan offering 
extra benefits was more efficient than the traditional Medicare FFS program in the plan's 
market area. 

There are efficient plans operating in the MA program. Such plans are able to provide the 
traditional Medicare Part A and Part B benefit at a lower cost than the FFS program. As 
shown in Table 2, on average in 2006, HMO plans were able to provide the traditional 
Medicare benefit for 97 percent of Medicare FFS expenditure levels. Because, in 2006, 
HMOs had such a large share of the overall enrollment, on average across all plan types, 
the '‘bid” for traditional Medicare services was 99 percent of Medicare FFS expenditures. 
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Table 2. MA plan payments relative to Medicare FFS spending by plan 
type, weighted by enrollment, and plan enrollment, July 2006 



All MA plans 
with bids 

HMO 

Local 

PPO 

Regional 

PPO 

PFFS 

Bid (for Medicare A/B 
benefit) in relation to FFS 

99 

97 

108 

103 

109 

Rebate as percent of FFS 

13 

13 

9 

7 

10 

Payment (bid + rebates)/FFS 

112 

110 

117 

no 

1 19 







Enrollment (in thousands) 
as of July 2006 

6,877 

5,195 

285 

82 

774 


Note: MA (Medicare Advantage), FFS (fee-for-service), PPO (preferred provider orgonizotion), PFFS (private fee- 
for-service). Special needs plans and employer-only plans are included in all-plan total but plan data not shown. 

Table 2 indicates the level of ‘"rebates” or extra benefits that plans provide at no charge to 
the enrollee, expressed as a percent of Medicare FFS expenditures for the geographic 
areas from which plans draw their enrollment. These rebate amounts are determined 
based on the plan bid and its relation to the area “benchmark,” which is the maximum 
program payment to an MA plan in a given county or geographic area and which is often 
well above the FFS level. If a plan is able to provide the traditional Medicare benefit 
package for less than the benchmark level, enrollees receive extra benefits valued at 75 
percent of the difference between the benchmark and the plan bid tor the Medicare 
package (with 25 percent of the difference retained by the Medicare Trust Funds). (Plans 
may also provide extra benefits that enrollees pay for through an additional premium to 
the plan.) 

Except in the case of regional PPO plans, benchmarks are set at the county level. The 
benchmarks vary significantly from county to county, and the difference between a given 
county's benchmark and FFS expenditure levels in the county can also vary significantly, 
although in no case is the FFS level above the MA benchmark. Table 3 shows the ratio 
of benchmarks to FFS expenditure levels for the different plan types in July of 2006, 
based on the counties from which the plans drew their enrollment. 
















Table 3. MA benchmarks by plan type/ compared to Medicare fee-for- 
service expenditure levels, weighted by enrollment, July 2007 



All MA plans 
with bids 

HMO 

Local 

PPO 

Regional 

PPO 

PFFS 

Benchmark/FFS expenditures 

116 

115 

120 

112 

122 


Note: MA [Medicare Advantage), FFS (fee-for-service), PRO (preferred provider organization), PFFS (private fee- 
for-service). 


PFFS plans, for example, are primarily drawing their enrollment from higher-benchmark 
counties — specifically counties that were historically “floor’" counties. MA benchmarks 
in these counties are established by statutory formula, resulting in benchmarks far above 
FFS expenditure levels in most cases. While PFFS plans are drawing enrollment from 
floor counties, HMDs are drawing their enrollment from counties where benchmarks are 
closer to Medicare FFS expenditure levels. 


Enrollment trends in relation to payment 

Within MA, PFFS is by far the fastest growing type of plan (see Table 1 ). Tf current 
enrollment patterns continue — with PFFS growing more rapidly than other plans and 
continuing to draw enrollment from higher-benchmark counties — the difference between 
Medicare FFS expenditure levels and MA payment rates will widen further. More 
enrollees will come from counties with very high benchmarks in relation to FFS. If 
continued, this enrollment trend will counteract the phase-out of the “hold-harmless” 
provision, which would otherwise narrow the difference between FFS and MA payment 
levels. 

The hold-harmless provision affects risk-adjusted payments to MA plans. Plan enrollees, 
on average, are healthier than beneficiaries in FFS Medicare. Under the current system, 
though payments at the individual beneficiary level are fully risk adjusted for health 
status as of 2007, plans receive an additional payment during a phase-out period. During 
the phase-out period, plans are paid a portion of the difference between risk-adjusted 
payments and the payment that would have been made without the health status risk 
adjustment. This approach is being phased out over the next few years to move towards 
payments solely at the risk-adjusted level. The net result of phasing out the hold- 
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harmless provision would have been an overall reduction in average plan payments. 
However, we are concerned that the opposing MA enrollment trend could potentially 
eclipse the effect of the phase-out of the hold-harmless provision, and thus continue 
higher overall MA payments. 

Varying efficiency among different types of plans 

Table 2 also illustrates that there is varying efficiency among plan types in MA. While 
HMOs can provide the Medicare benefit at 97 percent of Medicare FFS costs, as noted 
above, not all plans achieve the same level of efficiency. At the other end of the scale 
from HMOs are PFFS plans. From a taxpayer point of view, PFFS plans are paid 9 
percent more than Medicare FFS, on average, to provide the traditional Medicare FFS 
benefit package. Although PFFS plans provide enrollees with rebates valued at about 10 
percent of Medicare FFS expenditures, program payments on behalf of PFFS enrollees 
are 19 percent above FFS expenditure levels — so only about half of the excess amount is 
used to finance extra benefits for enrollees. More over, all of the extra benefits provided 
by PFFS plans are financed by the overpayments. 

For HMOs, what the 97 percent means is that, on average across HMO plans, some of the 
extra benefits are financed by rebate dollars that are generated because these plans can 
provide the Medicare benefit package more efficiently than the Medicare FFS program in 
the counties where HMOs have their enrollees. This also means is that, if benchmarks 
are reduced, there could still be extra benefits provided to enrollees in the MA program. 

It is not the case that, if benchmarks were reduced to 100 percent of FFS, no plans would 
be able to provide extra benefits. But as we pointed out above, there would likely be 
fewer plan choices and less generous plans in some markets. 

Equity between sectors and among plan types 

The Commission supports equity between the two sectors — the Medicare private plan 
sector and traditional Medicare. Supporting the principle of equity between the sectors 
takes many forms. For example, most of the private plans participating in Medicare are 
required to report various types of quality measures. The Commission believes that the 
same approach should apply in the traditional FFS program. That is, there should be 
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quality information reported for FFS Medicare that allows Medicare beneficiaries to 
compare FFS Medicare with private plans in terms of their performance on quality 
measures. To that end, the Commission has specifically recommended that the Secretary 
of Health and Human Services should calculate clinical measures for the FFS program 
that would permit CMS to compare the FFS program to MA plans. 

The Commission also supports the concept of equity in the treatment of different plan 
types. For example, the Commission recommended that the Congress eliminate the 
benefit stabilization fund, which provided an unfair advantage to the regional preferred 
provider organizations introduced in the Medicare Modernization Act (see text box, p. 

15). Similarly, the Commission finds that, relative to other plans, there are advantages 
currently in place for special needs plans. PFFS plans, and medical savings account 
(MSA) plans in the MA program. 

Table 4 illustrates the ways in which different requirements apply to different plan types 
in MA. In general, the Commission favors a level playing field for all plan types, with no 
plan type having an advantage over another plan type. The Commission believes, for 
example, that PFFS plans and MSA plans should be required to report on the quality of 
care for their enrol lees so that beneficiaries can use quality as a factor in judging these 
plans. Payment rules that give one plan an advantage over another — as described above 
with regard to regional PPO plans — should be eliminated. The MSA plan option raises 
this question: why are these plans not required to have 25 percent of the difference 
between the MSA plan bid and the benchmark retained in the Trust Funds, as is the case 
for other plan types? 
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Table 4. Different requirements and provisions apply to different types of 
Medicare Advantage plans 



PFFS 

HMO/Local 
MSA PPO 

Regional 

PPO 

SNP 

Must build networks of providers 





Musi report quality measures 


✓ 



Must have CMS review and 
approve bids 


✓ 

■/ 


Must return to the Tnist Funds 

25 percent of the difference 
between bid and benchmark 

✓ 


V' 

/ 

Must offer individual MA plan 
if offering employer group plan* 



V 

/ 

Must offer Part D coverage 


■/ 

■/ 


Must have an out-of-pocket limit 
on enrollee expenditures 


■/ 

■/ 


Can limit enrollment to targeted 
beneficiaries 






Note: MA (Medicare Advantage), PFFS (private fee-for-service), MSA (medical savings accaunt), PPO 

(preferred provider organization), SNP (special needs plan). 

*Effective as of 2008 contract year; requirement does not apply to PFFS and MSA plans. 
Source: MedPAC analysis of MA statutory and regulatory requirements. 


Effkiency in MA and broader equity issues 

Some argue that paying plans more than FFS is a worthwhile expenditure because plans 
provide extra benefits to enrollees. While it is true that plans provide extra benefits, 
some equity and eftlciency issues need to be considered. The overarching equity issue is 
that all beneficiaries and all taxpayers are paying the cost in excess of Medicare FFS 
when payments to plans exceed 100 percent of Medicare FFS expenditure levels. When 
MA rebate dollars exist only because MA program payments are far higher than 
expenditures in the FFS program — not because plans are being efficient — tlien the extra 
benefits are being funded through taxes from all taxpayers, and Medicare Part B 
premiums from all Medicare beneficiaries, not just those enrolled in these plans. Only 
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some Medicare beneficiaries, therefore, derive a benefit from the way in which the MA 
program is financed, while the majority of Medicare beneficiaries are paying for the 
benefits that only some beneficiaries receive. To quantify what this means, the Medicare 
actuary recently testified in front of the House Ways and Means Committee that on 
average every Medicare beneficiary is paying about $2.00 more per month in his or her 
Medicare Part B premium to finance the payments being made in MA that exceed 
Medicare FFS expenditure levels. 

If the justification for higher payments to plans is that extra benefits are being provided to 
low-income beneficiaries who choose these plans, there are less more targeted ways to 
achieve this result — the Medicare savings program, for example, or the approach used for 
low-income subsidies in Part D. What is occurring now is that the most inefficient plans 
are expanding their enrollment, and providing extra benefits only with taxpayer dollars. 

In fact, these plans need additional taxpayer dollars just to provide the Part A and B 
benefit. The longer the current situation continues, the more difficult it will be to reform 
the program to restore the right incentives in the MA program to promote efficiency and 
improved quality. As millions of beneficiaries enroll in products shaped by the current 
policy, it will become ever more difficult to change direction. Pul differently, a major 
expansion of Medicare benefits will have occurred without a discussion of who is 
eligible, what benefits to provider, and how to pay for them. As difficult as it seems 
today, it will be even more difficult next year or the year after. The constituency with a 
stake in the current policy, both plans and beneficiaries, will be that much larger. This is 
especially worrisome given that the most heavily subsidized and fastest growing plans are 
the least efficient ones. 

If beneficiaries are able to choose between Medicare FFS and an array of private plans — 
and if the Medicare program pays the same on behalf of the beneficiaries making the 
choice — then over time, beneficiaries will gravitate either to the FFS system or to the 
plan that provides the best value in terms of efficiency and quality. The Medicare 
program would not subsidize one choice more than another. The Medicare program 
should be financially neutral regarding whether the beneficiary chooses to remain in the 
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FFS system or enroll in a plan. This neutrality provides beneficiaries with the incentive to 
select the system that they perceive as having the highest value. 

The equity and efficiency issues that we have described here are of particular concern in 
an era in which Medicare is facing long-run sustainability issues. We should take all 
steps possible to promote efficiency in both FFS Medicare and in MA. The Medicare 
program should strive towards improving plan efficiency by paying appropriately, by 
ensuring a level playing field between FFS and MA plans and among MA plans. The 
basic question for us is, "What kind of plans do we need to participate in Medicare?" 
Given Medicare's sustainability issues, the obvious answer is more efficient plans. 
However, the current benchmarks are sending the opposite signal to plans and 
beneficiaries. Overpaying in the short run is never a strategy for achieving long-run 
efficiency. 
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Medicare Advantage recommendations from MedPAC's June 
2005 Report to the Congress 


MA recommendations from the June 2005 Report to the Congress are summarized below: 

• A number of MMA provisions give the new regional PPOs a competitive edge over other 
plans, as well as added funding. One provision is the regional stabilization fund, initially 
funded at $10 billion. The Commission recommended that the Congress eliminate the 
stabilization fund for regional PPOs. 

• Regional PPOs can have an advantage over local plans as a result of the MA bidding 
process. Because of the different method used to determine benchmarks for regional PPOs 
in relation to the method used for other plans, and because of the bidding approach used for 
regional plans, there can be distortions in competition between regional and local plans. 

The Commission recommended that the Congress clarify that regional plans should submit 
bids that are standardized for the region's MA-eligible population. 

• MA rates include medical education payments, but at the same time Medicare makes 
separate indirect medical education payments to hospitals treating MA enrollees. The 
Commission recommended that the Congress remove the effect of payments for indirect 
medical education from the MA plan benchmarks. 

• The Commission has consistently supported the concept of financial neutrality between 
payment rates for the FFS program and private plans, with equitable payments among 
private plans. The Commission recommended that the Congress set the benchmarks that 
CMS uses to evaluate Medicare Advantage plan bids at 100 percent of fee-for-service 
costs. However, the Commission recognizes that higher MA rates reflect the desire of 
Congress to expand the availability of plans and that payment reductions may result in 
disruptions for beneficiaries and for plans, so that benchmarks may need to be adjusted 
differentially across the country. 

• The Commission believes that pay-for-performance should apply in MA to reward plans 
that provide higher quality care. Funding can come from the amounts that are retained in 
the Trust Funds when plans bid below benchmarks, as recommended by the Commission in 
stating that the Congress redirect Medicare’s share of savings from bids below the 
benchmarks to a fund that would redistribute the savings back to MA plans based on 
quality measures. 

• The Commission believes that more can be done to facilitate beneficiary choice and 
decision making by enabling a direct comparison between the quality of care in private 
plans and quality in the FFS system. The Commission therefore recommended that the 
Secretary calculate clinical measures for the FFS program that would permit CMS to 
compare the FFS program to MA plans. 

Another recommendation the Commission made in 2005 was a provision of the Deficit 

Reduction Act. This specified in statute the time line for phasing out the hold-harmless 

policy that offsets the impact of risk adjustment on aggregate plan payments through 2010. 
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Chairman Spratt. Let us explore for the record, first, exactly 
how the benchmarks are determined and why it is they differ from 
place to place and throughout the country, which is a great part 
of the source of inequity, or unevenness, in the payment scheme 
here. 

Dr. Orszag. 
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Dr. Orszag. Sure. The existing benchmarks come from or are 
sort of the legacy of congressional changes that were made at var- 
ious different points in 1997 and in 2000 and as part of the Medi- 
care Modernization Act. 

One of the things that happened was that Congress decided that 
there should be floors put in in particular counties, particularly 
and often disproportionately in rural areas, so that plans would 
have more ability to operate in those areas. 

So the result today is that you have the legacy of that history 
embedded in benchmarks which are then updated from year to 
year, basically, by the national average growth rate in Medicare 
costs. 

If Mark wants to add anything 

Chairman Spratt. Is it correct to say that the benchmarks are 
set above FFS, fee-for-service? 

Dr. Orszag. Yes. 

Chairman Spratt. In all cases? 

Dr. Orszag. Yes. 

Chairman Spratt. So, to the extent that FFS already from coun- 
ty to county is uneven, the unevenness is exaggerated by adding 
benchmarks that differ from place to place on top of these uneven 
payments? 

Dr. Orszag. Not quite, because relative to local fee-for-service 
costs, the benchmarks tend to be higher in the low fee-for-service 
cost areas than in the high fee-for-service cost areas. 

Chairman Spratt. Dr. Miller, would you like to comment on 
that? 

Mr. Miller. There is nothing really to add, and this was ad- 
dressed, I think, some by Mr. Ryan’s comments. 

I mean, the benchmarks were created because the business case 
for managed care to go to rural areas was difficult to make when 
you have sparse beneficiaries. Your marketing costs are higher, 
and it is harder to create networks. And I think the original intent 
was, “Well, if we put these higher payments in these areas, will we 
draw plans?” then you have got something of a ripple effect as 
other areas wanted to get the higher benchmarks and try and draw 
plans to those areas, and then you basically would have a legisla- 
tive history, as Peter laid out. 

Chairman Spratt. But the original idea was that more competi- 
tion for enrollment would lead to better services, better choices, 
better outcomes, one would hope, and lower costs. 

Mr. Miller. Yes, and I tried to address this a little bit in my 
5 minutes. 

I think the original intent of the managed care plan — and you 
know, I will actually take this opportunity to make this point. We 
are saying that the benchmarks should be tied to fee-for-service, 
and I want to be clear. We do not think that fee-for-service is a 
highly effective, well-functioning system. Much of the work that we 
engage in at MedPAC is directed towards trying to make that sys- 
tem more efficient and more effective. 

Chairman Spratt. And this was one way that we sought to make 
it more efficient and more effective. 

Mr. Miller. Exactly. So I think the original intent of managed 
care was that I could come in as a managed care plan and do better 
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than this uncoordinated, duplicative system that does not focus on 
the patient. By managing care, putting together a network of pro- 
viders who are oriented towards quality and lower resources, I will 
produce savings. Those savings, in turn, can be used to provide ad- 
ditional benefits. That was the original intent. 

Chairman Spratt. To the extent that the objective was to 
produce savings or to create efficiency and lower costs, does it 
make sense to have this incremental payment for the Medicare Ad- 
vantage plans permanently paying more than fee-for-service Medi- 
care? If so, does the program, the system, ever realize the savings? 

Mr. Miller. There are two comments from me on that. 

The Commission’s position is that the benchmarks need to come 
down to fee-for-service, and so our point is, no, they should not be 
above it. 

Secondly, the Commission — and again, I tried to reference this — 
feels that all providers, not just managed care plans but that those 
on the fee-for-service side as well, should be under some degree of 
fiscal pressure so that they are always searching for efficiencies, 
improved quality. To the extent that any payment system — fee-for- 
service or managed care — does not put that kind of pressure on a 
provider, the Commission thinks it is not achieving the objectives 
in Medicare that it should be. 

Dr. Orszag. Mr. Spratt, if I could just add: From the perspective 
of the Federal budget, given the current law system of financing 
Medicare Advantage plans and in order for the current system to 
actually save money for Medicare, the efficiency improvements that 
Medicare Advantage plans would have to achieve relative to local 
fee-for-service are so large that they are implausible. 

So, in particular. Medicare Advantage plans would have to come 
in with bids that were on the order of magnitude of one half of 
local fee-for-service costs in order for the net costs to the Federal 
Government to be reduced as a result of Medicare Advantage 
plans. There are other dimensions along which you can evaluate 
Medicare Advantage in terms of quality of care, in terms of overall 
efficiency of the health care system, but for the Federal budget by 
itself, the result is that we are providing a benefit that raises net 
costs to a particular set of beneficiaries. 

Chairman Spratt. Dr. Miller, let me ask you. 

Both of you mentioned the criticisms of your argument, that 
there is a differential here that is more than what was really in- 
tended. AHIP and the other insurance companies that are pro- 
viders say that you have overestimated the differences between 
Medicare Advantage payments and fee-for-service medicine. 

Would you take those points one by one and defend, both of you, 
the analyses you have made? 

Dr. Orszag. Who would like to go first? All right. I will do it 
briefly. I think for us it is pretty straightforward. 

There are a variety of assertions that are made. You can see 
them there. The first is that the bottom part, actually, that Con- 
gress raised rural and urban floor rates above fee-for-service, is 
what we were just discussing, and it does not reflect the accuracy 
of our analysis. It reflects an underlying reality that one of the 
things going on here is that you had various kinds of statutory 
interventions. 
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Chairman Spratt. In other words, it is not, in fact, an additional 
cost, but it was one that was warranted from outside the program? 

Dr. Orszag. That does not affect the analytical integrity of the 
comparison that is being made. There are other assertions that are 
made, for example, that CBO’s numbers do not take into account 
the changes that were made with regard to the risk adjustment 
system or with regard to the physician payment fix. 

With regard to the risk adjustment system, that is not correct. 
CBO’s estimates reflect our March 2007 baseline, which incor- 
porates the changes from the Deficit Reduction Act and the Tax Re- 
lief and Health Care Act. 

With regard to the doctors’ fix that was enacted, the SGR over- 
ride, that override does not affect our numbers for 2008 forward, 
which is again the key thing for determining the budget numbers 
that I gave you. 

So, as we go down the list one by one of the assertions that are 
made, they are either just wrong or disingenuous. 

Chairman Spratt. Dr. Miller. 

Mr. Miller. I agree with that characterization. There are just a 
couple of things that I want to add. 

I mean this was used extensively in hearings and by the press 
to discredit our numbers, and I want to be really clear for the 
record that we stand by our numbers. We believe that the “112 per- 
cent” is correct, and I just want to add a couple of things to what 
Peter said. 

The basic argument on the budget neutrality adjustment, the as- 
sertion of the industry, is “do not do anything because, over time, 
my payments will come down.” 

Chairman Spratt. Let me stop you here because this assumes a 
knowledge that a lot of us do not have. 

Mr. Miller. Oh. 

Chairman Spratt. You might start with the Deficit Reduction 
Act, risk adjustment of payments and things of that nature. 

Mr. Miller. I am happy to hit it. I just did not want to take up 
a lot of your time, and I will keep this as brief as I can. So where 
this came from worked like this: 

Whenever you have enrollment in a managed care plan, you can 
get different types of patients or beneficiaries, say a very healthy 
65-year-old or somebody with multiple conditions and complica- 
tions. And so what the payment system is designed to do is to ad- 
just for the relative risk of a patient who gets enrolled. 

There was an implementation of a new risk adjustment system, 
and it would have had the effect of lowering overall payments for 
the industry as a whole because, on average, enrollment was tilted 
towards healthier beneficiaries. There was a decision made not to 
allow the payments to come down. 

You know, we analyze things like this, and we went through it 
and said, no, if the risk adjustment says that the beneficiaries are 
less sick or more healthy, the payments should come down. We 
made that recommendation. Congress took it up as part of the 
DRA. So, all things being equal, this might lower the payments. So 
the industry’s point is it is going to go down, do not take the bench- 
marks down. But there are also trends that are counteracting this. 
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Enrollment is moving into high-payment areas, which has the ef- 
fect of increasing payments over time. So our point is that this is 
not necessarily going to play out the way people thought it would, 
and I would offer one piece of evidence. We did the analysis on 
2006 data, and we got 12 percent above fee-for-service. The CBO 
folks did the analysis on 2007 data, so you would expect it to come 
down. It did not come down. They also arrived at 12 percent, and 
I think I am characterizing that fairly. 

Dr. Orszag. Yes. 

Mr. Miller. I also want to say — is that what you needed before 
I go on? 

Chairman Spratt. Absolutely. Go ahead. 

Mr. Miller. Okay. All right. 

Chairman Spratt. By “12 percent,” we are talking about 12 per- 
cent above fee-for-service? 

Mr. Miller. Above fee-for-service, absolutely, this 1 percent un- 
derestimate from the change in the doc payment, that was taken 
into account in our number. 

I would also point to the floor. He is absolutely correct that that 
is a question: Does Congress want to put those floors in place? But 
we also think that that number on the table is wrong, that those 
floors account for much more of the overpayment than is rep- 
resented on that chart. 

Chairman Spratt. Thank you very much. 

One final question. Dr. Orszag. If we could, put back up in clos- 
ing — not “closing” because others have questions, but just to wrap 
up with me — the chart estimating the cost differential over a period 
of 10 years equaling, eventually, $149 billion cumulative. Do we 
have that chart? 

Dr. Orszag. Yes, chart 3. Yes, that one. 

Chairman Spratt. Would you walk us through that again? 

Dr. Orszag. Sure. 

What this shows you is you currently have this wide variety of 
benchmarks relative to fee-for-service costs. If you limited the 
benchmarks to different ratios relative to local fee-for-service, what 
would the reduction be compared to current law? 

So, if you said in every area the benchmark is no more than 100 
percent of local fee-for-service, the reduction in the budget savings 
basically over the next 5 years would be $54 billion, and over the 
next 10 years it would be $150 billion. 

What is noteworthy about this table is — and it is in addition to 
those sets of numbers — if you look down, other highlighted figures 
show you that even at ratios of 130, 140, and 150 percent limits, 
if you put in a 150 percent limit, you are still saving money, which 
tells you that there are some areas of the country in which the 
benchmarks are more than 50 percent above local fee-for-service 
costs, which was the purpose of highlighting that bottom row. 

Chairman Spratt. Now, does this assume the expansion of en- 
rollment in Medicare Advantage programs that you outlined earlier 
going to 26 percent? 

Dr. Orszag. These figures assume our baseline. And just to un- 
derscore what Dr. Miller said, one of the reasons that even with 
the phase-out of the “hold harmless” provisions on the risk adjust- 
ment that you still get numbers like this is that enrollment is 
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growing very rapidly, and my other chart showed you dispropor- 
tionately in private fee-for-service areas which tend to have higher 
ratios of benchmarks to fee-for-service costs than other types of 
Medicare Advantage plans. 

Chairman Spratt. Okay. Thank you both very much. 

I have one question for the record, Dr. Miller, that the Energy 
and Commerce Committee has asked to submit: 

Has MedPAC looked into the physician access problems in the 
Northwest? If so, have you found that these problems are specifi- 
cally related to Medicare patients or do they impact both Medicare 
and privately insured patients? 

Mr. Miller. MedPAC does a couple of things — and I am going 
to answer your question — but we do an annual survey of bene- 
ficiary access across the country, and just recently we did a survey 
of physicians to look at access for Medicare beneficiaries. And we 
generally find across the country that access has remained stable 
and comparable to the privately insured. And I can go through 
more details if anyone cares. 

We do not have a strong ability to go in market by market, and 
we know that there are markets where there are concerns about 
access to physicians. However, other analysts — and I have in mind 
right at the moment Health Systems Change, the group that is run 
by Paul Ginsburg — have looked at some of this; and some of their 
conclusions were that markets like the ones you are talking about 
are really the effect of broader demographic changes. These mar- 
kets are often experiencing very rapid increases in population. 
Sometimes it is retirees moving to the areas. And so the general 
access to physicians is compromised, not as a specific result of 
Medicare policy, but I want to underscore this is based on analysis 
that other organizations have done. We have not directly looked at 
that area of the country. 

Chairman Spratt. Thank you very much. Others now may have 
questions. 

First, Mr. Ryan. 

Mr. Ryan. Thank you. Chairman. 

I remember this vividly. I serve on Ways and Means as well, and 
we went through all of this, back and forth, as to how to make 
these payments rates. If you remember from, you know, a 1997 
law, we had this Medicare Plus Choice program, and all of us prob- 
ably had a county where plans came in, where people were pretty 
happy, payments changed; you had, you know, one county with this 
number and another county with that number, one State with this, 
one State with that. And then plans left, and our constituents were 
very upset. 

So we had this huge rocky road of private plans coming in and 
out because you had this uncertain payment system. So that was 
then. 

What we have now is — the idea was a more certain payment sys- 
tem. Then the rural Members of Congress — and this was a bipar- 
tisan thing. The Rural Health Care Coalition, I think it is called, 
really wanted to get these plans into the rural areas. And because 
I do not have my glasses, I could not see your second to the last 
chart, and we do not have a hard copy of it. 
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So, really, Dr. Miller and Peter, because your numbers are very 
similar, I am trying to get a handle on how much of the 12 percent 
overpayment, or whatever we want to call this — 12 percent addi- 
tional — is attributable to the rural enhancements that were a con- 
scious decision by Congress to enact. 

Mr. Miller. I am not sure I am able to quantify that on the spot 
for you. I would say that it is a function of a couple of things. It 
is definitely true — and Peter made this point early on — that the 
benchmarks, the floor, are the results of the floors, and the floors 
and the benchmarks tended to be higher in rural areas. How much 
ends up being actually attributed to the rural areas is dependent 
on how much enrollment occurs in the rural areas and then how 
the plans bid relative to those benchmarks in rural areas. I cannot 
toss off a number. 

Mr. Ryan. It would be helpful to get that because that was a con- 
scious decision by Congress in 2003, and I would just like to know 
what the price of that policy preference was with respect to these 
overpayments. 

Peter, did you want to add to that? 

Dr. Orszag. I would just add again, if you look at the benchmark 
relative to fee-for-service costs, in high-cost fee-for-service areas, 
that difference is about 4 percent. In low-cost fee-for-service areas, 
mostly because of the policy interventions that Congress adopted, 
it is 26 percent. 

Mr. Ryan. Oh, really? 

Dr. Orszag. So you can see that there are very significant dif- 
ferences in that differential across the country, and the low-cost 
areas have a higher differential, and actually we have data on 
where the low-cost areas are, so you can start to 

Mr. Ryan. That would be interesting to get a handle on, because 
then we would know what this conscious decision — and I think 
these numbers have exceeded what people expected, to be sure, but 
it would be interesting to know how much is attributable — thank 
you, I finally got a hard copy of this — how much would be attrib- 
utable to that. 

Another question for both of you, but for particularly Dr. Miller. 
CMS has 22,000 employees who run Medicare and Medicaid. Last 
year, we provided CMS with $3.2 billion for their administrative 
costs to run these programs. The Medicare Advantage plans do not 
receive additional subsidies for administrative costs, and so they 
have to embed those administrative costs within their plan bids. 

When calculating these payment differentials between traditional 
Medicare and Medicare Advantage, does MedPAC, and CBO for 
that matter, include the CMS costs, administrative costs, so we 
sort of have an apples-to-apples comparison on that? 

Mr. Miller. Yes, we do. 

Mr. Ryan. You do. 

You do as well? 

Dr. Orszag. Yes, and I would just note — I mean, to the extent 
that there are administrative cost differentials, that does not un- 
dermine the fact that these plans cost the government more than 
the traditional fee-for-service program. 

Mr. Ryan. Right. I am just trying to see if we have disaggregated 
these things. So to me that is pretty significant. 
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What would be the difference between Medicare Advantage and 
fee-for-service if the traditional program — the government pro- 
gram — had disease management, coordinated care, mandatory 
quality reporting and improvement, and out-of-pocket caps, as are 
found in many Medicare Advantage plans? That is, how much 
would the difference be reduced if traditional Medicare did all of 
the things that Medicare Advantage does? 

The key thing I am trying to understand here is apples to apples. 
With Medicare Advantage, the beneficiary kind of gets it all in one 
plan, meaning they get their Medigap insurance or the equivalent 
of that. They get their Part D plan in all but the fee-for-service 
ones, and they get a part A and a Part B. So that is the one com- 
prehensive plan. 

You know, what would be the cost differential if we assumed ap- 
ples to apples over on the traditional program, including all of 
those other things — the supplementals, the part Ds and the As and 
the Bs? 

Mr. Miller. All right. There are a couple of things that I think — 
and actually, let me be very direct. 

I cannot quantify that, but I think there are some things that we 
should talk out in thinking about that. I mean, first of all, some 
of the argument of managed care plans are that they engage in 
these types of activities, because over the long haul, it is supposed 
to produce savings. So if you manage disease and you coordinate 
care, the whole idea is that, actually, costs would be lower over 
time. That is kind of what the business — that is kind of what the 
business model is about. 

The other thing I would say is that you are saying, at least on 
the quality front, well, what if fee-for-service were required to do 
this? More and more, fee-for-service providers are being required in 
Medicare to do it. For example, in hospitals, if they do not report — 
I cannot remember whether it is 22 or 24 health/clinical process 
measures — their update is lowered by a certain percentage. So 
some of this is going on. Incidentally, our work 

Mr. Ryan. That cost is not being borne in the traditional fee-for- 
service program as we measure it to Medicare Advantage, though. 
I mean the 24 is a cost that is borne by the hospitals. 

Mr. Miller. It is borne by the hospital, right; and just like we 
are saying that the quality metrics that the health plans have to 
provide are borne by the health plan, and that is part of their ad- 
ministrative structure. 

I am just trying to say that while it is not a uniform requirement 
in fee-for-service — and on that point, you are absolutely right — 
more and more, there is a push to require quality reporting on the 
fee-for-service side, and as a Commission, we have been arguing 
strenuously that that needs to happen, which I know does not give 
you the quantitative answer that you want. 

One other thing I would say is that you are right, that a lot of 
plans have, say, out-of-pocket caps and that type of thing, cata- 
strophic caps. But the other thing that is somewhat concerning 
about this is you can find also plans where we are paying this addi- 
tional amount, and the beneficiary ends up, depending on their 
health path, being exposed to higher cost-sharing than they would 
actually experience under traditional fee-for-service. There is no 
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guarantee that when you walk in with these plans, even with the 
higher payments, that you are, you know, protected — I am sorry — 
from the additional out of pocket. I am sorry. 

Dr. Orszag. That is okay. I would just add two things quickly. 

One, it is clear that a lot of plans are doing a lot of these activi- 
ties, and effectively we are sort of running a public experiment. We 
are providing them Federal Government money, and then the plans 
are going off and doing things, some of which may actually work. 
But we do not have sufficient reporting requirements, given the 
amount of Federal money that is going into these experiments, if 
you will, to see what works and what does not, and it seems like 
that may be something worth exploring. 

The second point I would note is the evidence that we do have 
that some of these programs — for example, the coordinated care 
demonstration project that was conducted under Medicare — actu- 
ally reduce costs as opposed to improve quality still remains to be 
seen. The evidence from that demonstration project is suggesting 
that the programs, for example, on coordinating care do not, on net, 
reduce the cost of care delivered even when you have a nurse kind 
of centralizing your care and keeping track of things. So I would 
just sort of be waiting for more empirical data, which the plans, if 
they were required to report more, could basically serve as little 
laboratories for it. 

Mr. Ryan. That is kind of where we are with this. 

You know, the idea here is comprehensive care where you have 
your care coordinated within your plan, and you have the right 
kinds of incentives — disease management, you know, preventative 
medicine — and that, over time, this is good for the beneficiary and 
good for the taxpayer. The traditional program, you know, is sort 
of silos. You have got to go out and buy your supplemental; then 
you have to go out and buy your Part D; and then you have your 
Part B premiums and this and that. So it seems like we still have 
not gotten our quantitative tools available yet that will really give 
us a good measuring of this. 

One of the reasons I think you were selected to be the director 
of CBO, Peter, is you are an expert on health care, and this is an 
area where I think we all — and we are encouraged and are looking 
forward to the modeling that you are working on with respect to 
health care modeling. 

Give us an idea of where you think you are on better quantifying 
these things like disease management, preventative medicine and 
risk management. Where are we in getting a better idea on how 
to measure these things, which are kind of an intangible, but we 
know intuitively that these things are good things? How is it that 
we can get to the point as policymakers where we can make good 
jud^ents on good health care policy, and we can see the kinds of 
savings that we think we would get? 

Dr. Orszag. Well, first, let me just say there are many mornings 
when I wake up wondering precisely why I was selected to be the 
CBO director and why I thought that was a wise move. But in any 
case, let me just say that I think that there is progress being made, 
but there is substantially more that could be done. 

I think, perhaps, on Tuesday I mentioned vastly expanded com- 
parative effectiveness research where you are examining outcomes 
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and what works and what does not, provides a significant step for- 
ward that Congress could be exploring and expanding upon. 

With regard to CBO’s own internal efforts, we are increasingly 
moving towards becoming the Congressional Health Office, as you 
know 

Mr. Ryan. Right. 

Dr. Orszag [continuing]. And shifting staff into the area and 
doing more modeling. We are, though, dependent on in many cases 
the outside empirical knowledge, and we have not yet moved to a 
state of the world where there is enough data available at a finely 
disaggregated level to be examining all of the questions that need 
to be examined. 

So there is progress, but we are still pretty far from where we 
should be. 

Mr. Ryan. Dr. Miller. 

Mr. Miller. Yes, if I could just say a couple of other things on 
this front, and I just want to reinforce a couple of points that were 
just made. 

You know, the notion of collecting quality data uniformly across 
plans — which does not happen — and uniformly between fee-for- 
service and managed care is part of what needs to happen here so 
that we know, and we have made recommendations along those 
lines. 

Another way to think about it is trying to have the payments 
vary to the plans — and by the way, we have made recommenda- 
tions on the fee-for-service side — ^but to the plans based on their 
quality outcomes. If you want to pay a plan more, how about a plan 
that produces a higher quality outcome — and we have made rec- 
ommendations along those lines — which then may also drive some 
evidence. If you find a plan with higher quality metrics and you are 
paying them more, you can look at what they are doing. 

Finally, I just want to also strongly make the point on the com- 
parative effectiveness. We just in our recent report have made a 
recommendation to move forward on comparative effectiveness. 
And I just want to be sure that I endorse that, because I think that 
is a direction we need to go. 

Mr. Ryan. Great. Thank you. That is very helpful. Thank you 
very much. 

Chairman Spratt. Mr. Edwards. 

Mr. Edwards. Thank you, Mr. Chairman. 

Mr. Chairman, under the Republican leadership in the House for 
the last 12 years, we have had a number of economic theories 
passed into law, and it is interesting to look at the difference be- 
tween the theory and the reality. One theory was that we could 
pass trillion-dollar tax cuts, fight a war on terrorism, and balance 
the budget. That theory proved to be absolutely wrong, and we 
ended up turning the largest surpluses in American history into 
the largest deficits in American history. 

Then in 2003 at 3:00 o’clock in the morning, with 3 hours of arm- 
twisting, after the vote should have ended — arm-twisting by Mr. 
DeLay — we passed into law the largest increase in entitlement 
spending for Medicare in the history of that program, based on the 
theory that tax subsidies for Medicare Advantage would somehow 
save taxpayers money. 
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Then, I think, just a few minutes ago, I heard my colleague Mr. 
Ryan refer to Medicare Advantage — and I put this in direct 
quotes — “while saving Medicare money and saving taxpayers’ 
money.” That was the theory in 2003 and apparently the theory 
this morning. 

Dr. Orszag, I want to ask you: On average — not theory, but fact. 
On average, how much extra tax-funded subsidy is there per Medi- 
care recipient under Medicare Advantage versus fee-for-service per 
person on average? 

Dr. Orszag. Again, roughly, 12 percent. 

Mr. Edwards. How about dollars, actual tax dollars per person? 
An average, ballpark. 

Dr. Orszag. I am told about $1,000. 

Mr. Edwards. So $1,000 more cost per taxpayer in America 
today for every person who — under this theoretical program that 
was going to save taxpayers money, it is $1,000 per Medicare re- 
cipient as an extra cost to the taxpayer. 

How much is the total cost to taxpayers for the Medicare Advan- 
tage program as compared to the fee-for-service are we talking 
about in fiscal year 2007? 

Dr. Orszag. This year — I will give you the calendar year num- 
ber. We can get the fiscal year number. The total payments are 
about $75 billion. I think I said $77 billion. 

Mr. Edwards. But the extra cost compared to if we had everyone 
under fee-for-service. What is the extra cost this year in fiscal year 
2007? 

Dr. Orszag. Something like $10 billion. 

Mr. Edwards. Somewhere around $10 billion. 

Am I correct that you both testified that over 5 years. Medicare 
Advantage is an additional $54 billion cost to taxpayers — is that 
correct — compared to fee-for-service? 

Dr. Orszag. That is correct. 

Mr. Edwards. Am I correct that the number — let me just get the 
facts on the table here. 

Are we correct that your testimony today says that, over 10 
years. Medicare Advantage will cost $149 billion more relative to 
if we had a fee-for-service for all Medicare recipients? Is that cor- 
rect? 

Dr. Orszag. That is correct. 

Mr. Edwards. One hundred forty-nine billion dollars. 

So, rather than the theory of saving taxpayers money and, quote, 
“saving Medicare money,” the data prove that it is actually costing 
more than $10 billion more to taxpayers this year, $149 billion over 
the next 10 years. 

Mr. Ryan. Would the gentleman yield for a friendly clarification? 

Mr. Edwards. In just a moment. If I can just finish. The gen- 
tleman has had two opportunities 

Mr. Ryan. Well, you invoked my speech. 

Mr. Edwards. All right. I would be glad to give you 30 seconds, 
and then I am going to continue. Yes. 

Mr. Ryan. What I was talking about in the $3 billion savings 
number is the bid system where 75 percent of the savings goes to 
the beneficiary, that was about $1,000 in benefit and premium re- 
ductions, and 25 percent goes to the taxpayer. That is the $3 billion 
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figure I am saying. I am not suggesting that, net, the program is 
$3 billion lower. I am saying that the system 

Mr. Edwards. Okay. So, when you said “saving taxpayers 
money” in your testimony and “saving Medicare money,” you were 
talking about savings within one part of the program. 

Mr. Ryan. That is right. That is what I was talking about. When 
you are under the benchmark, the 25 percent goes to the taxpayer, 
and the 75 percent goes to the beneficiary. It is that part of 

Mr. Edwards. I understand that. So then you would agree with 
the data that has been presented here today that, overall, the plan 
that was passed in 2003 — largely on a partisan basis — is costing 
taxpayers $1,000 per Medicare beneficiary more per person. 

Could I ask one other question? I do not know how you define 
it — “administrative costs” — and compare that in profits within the 
public versus private sector. 

Is there some kind of comparison — we are all together, on a bi- 
partisan basis, looking for efficiencies. Can you tell me what the 
administrative costs are for the Medicare program fee-for-service 
versus the administrative costs for the Medicare Advantage pro- 
gram? Is it more efficient? Do we have lower administrative costs, 
including profits, under the private part of the system compared to 
the publicly managed part of the system? 

Mr. Miller. I think — and I do not have a lot of precision on what 
the profit margins — in fact, I do not have any precision on the prof- 
it margins on the private side, but it is generally understood that 
the administrative costs — you know, overhead, marketing and prof- 
its in the managed care plans — are higher than the costs of admin- 
istering the Medicare program. 

Mr. Edwards. Do you know how much higher? A ballpark, either 
in percentages or numbers? 

Mr. Miller. I really do not. The plans submit bids, and I believe 
that there is data that it has on medical cost ratios that — or med- 
ical loss ratios that are submitted as part of the bid that CMS re- 
views, but that information is not publicly available. 

Mr. Edwards. Okay. I thank you. 

Chairman Spratt. Mr. Hensarling. 

Mr. Hensarling. Thank you, Mr. Chairman. 

One, let me sincerely thank you for holding this hearing. As I see 
Dr. Orszag’s child over there, she looks roughly to be the age of my 
own daughter. And I have been very, very concerned about the im- 
pact that runaway entitlement spending is going to have on future 
generations, and I know we all care deeply about our children and 
our grandchildren. We just perceive their interests, obviously, in 
varied ways. 

So, since the budget that was passed out of this committee was 
stone-cold silent on the subject of doing anything to reform entitle- 
ment spending, I welcome this hearing, and I welcome the oppor- 
tunity to learn more about the subject matter at hand. 

I must admit, in listening to my good friend from Texas here and 
his statement, I was interested to hear about the sensitivity on the 
vote for the prescription drug benefit in 2003, since yesterday we 
had a vote left open on the Udall amendment in order to persuade 
people to change their opinions. So I am glad to see that that con- 
tinues. 
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Ms. DeLauro. Five minutes versus 3 hours. 

Mr. Hensarling. I am sorry. I thought the time was mine, Mr. 
Chairman. 

The purpose was the same. So, if there is a difference in the 
time, I am just appreciative of the sensitivity of my friends on the 
other side of the aisle. And although certainly this prescription 
drug henefit program is of massive cost for those who criticize it, 
I at least remember looking at the CBO scores at the time of the 
Democrat alternative, and was interested to discover that it cost 
even more. So I would invite my friend from Texas and other 
friends on the other side of the aisle to look into that. 

Dr. Orszag, the question that I have here for you — I understand 
there is insufficient data as of today, and I certainly am interested 
in receiving more information from you and Dr. Miller on perhaps 
legislative incentives to ensure that we have, I believe, uniformity 
and quality of data in order to judge some of these policy options, 
but at least in the time that I have been a Member of the House 
of Representatives, every medical professional with whom I speak 
all believe that the long-term solution to the health care crisis is 
to be found somewhere in preventative care and incentives for 
wellness, which, according to your testimony, is what we see in a 
number of the Medicare Advantage plans — disease management, 
care coordination and preventative care programs. At least to those 
who know more about the subject than I do, they claim that is the 
long-term solution. 

So, number one, is it a possibility that the program is working 
and we just do not understand it is working because we have insuf- 
ficient data? I guess the other part of the question is: Could it be 
that we have a very good model, and we have just overpaid for the 
model? 

Dr. Orszag. 

Dr. Orszag. I am not going to comment on the structure. That 
is obviously up to you. Again, my job is just to tell you what the 
budgetary implications and other implications are without the nor- 
mative term of “good” or “bad.” 

With regard to preventative medicine, I would say a couple of 
things. One is — and we could provide more information to you on 
this topic. I hold out a lot of hope for prevention and healthy living 
to ultimately improve health. The impact on health care costs, at 
least to date from existing programs, is much more ambiguous 
than we would like. In part, the reason is that you first need to 
have an intervention actually work for a particular subset of the 
population. Often when you are doing preventative medicine steps, 
you are finding things that require additional health care costs be- 
cause you screen people for something and then realize they actu- 
ally require something more, and that can offset it. Then you are 
often applying the screen or the test, or what have you, across a 
wide variety of the population, not just the subset of the population 
for which it will make a difference. And that entails cost, too. 

When you incorporate all of those effects, the evidence on pre- 
ventative medicine’s actually reducing costs as opposed to improv- 
ing quality is not as hard as we would like, and we are constantly 
looking for better information. 
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So, again, I want to hold it out as a possibility and just say CBO 
is constantly monitoring developments. 

Mr. Hensarling. If I could, also in your testimony you talk 
about, over long periods of time, cost growth per beneficiary in 
Medicare and Medicaid has tended to track cost trends in the pri- 
vate sector health market. When I looked at the size of Medicare, 
Medicaid, the VA health care system, isn’t this possibly a case 
where the tail is wagging the dog, that government is so involved 
in our health care system that they are driving the cost trend? 

Mr. Orszag. The point of that sentence was to say the two sys- 
tems are so integrated it is not plausible to me that you are going 
to reduce Medicare and Medicaid costs sustainably over a long pe- 
riod of time unless you are affecting overall health care costs. 

And I would agree, in many situations the public programs are 
large enough to affect how medicine is practiced. So, for example 
in Medicare, moving to the DRG system, that is, a fixed payment 
per episode for inpatient hospitalizations, created incentives to 
shorten hospital stays for Medicare patients; it wound up short- 
ening hospital stays not just for Medicaid patients, but for everyone 
because it affected how hospitals operated. 

Chairman Spratt. Mr. Cooper. 

Mr. Cooper. I want to thank both witnesses for the excellent 
work of their groups, both CBO and MedPAC are essential for our 
understanding of these entitlement programs. 

I would like to focus first on Dr. Orszag’s slide No. 2, if that 
could be put up there. It seems like the core abuse are these pri- 
vate fee-for-service plans that receive the higher reimbursement, 
and in return, don’t really offer any of the managed care improve- 
ments that we thought we were paying for. 

So I would like to ask if we can quantify how much savings it 
would be if we eliminated the excess reimbursement for these pri- 
vate fee-for-service plans. 

Mr. Orszag. Yes. 

For example, if you took private fee-for-service plans and you 
paid them at 100 percent of local fee-for-service costs, we estimate 
that the budget savings over 5 years would be $14 billion and the 
budget savings over 10 years would be $43 billion. 

And as I mentioned in my oral, and it is also in my written testi- 
mony, one gets almost as much as those numbers by changing the 
way that private fee-for-service is allowed to operate and not allow- 
ing the so-called deeming provisions where private fee-for-service 
plans automatically get access to the payment rates that have al- 
ready been negotiated by Medicare itself in the traditional fee-for- 
service part of the program. 

Mr. Cooper. So if we were to eliminate the worst abusers of the 
system, the savings would be a fraction of the overall savings that 
you have listed in your Chart 3? 

Mr. Orszag. That is correct. 

And part of the reason there again is, even though private fee- 
for-service is growing really rapidly, it is still the case even in 
2017, under our projections, that HMO and PPO-type plans ac- 
count for more people than private fee-for-service plans, even in 
2017, as I think you can see from the chart. 
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Mr. Cooper. I was just looking at the chart. It looks like a larger 
piece of the puzzle than the numbers suggest. 

Mr. Orszag. Well, again, one way of — sorry, if you go back to 
that, again, if you are looking at, let’s call it — $43 billion compared 
to roughly $150 billion for the 10-year figures overall, is, you know, 
a little under a third. It is not that disproportionate from the rel- 
ative enrollment rates. 

Mr. Cooper. Is there a way to distinguish between managed care 
Advantage plans that are appropriate and fee-for-service plans that 
are inappropriate? Do they declare themselves and say, hey, I am 
committing fraud on the system? I don’t think so. 

What other disguises could these private fee-for-service plans use 
in order to gain the extra reimbursement without doing the work? 

Mr. Orszag. Well, again, one of the things that is interesting 
about this option that I mentioned in my testimony: By taking 
away this deeming provision, by necessity, the private fee-for-serv- 
ice plans or whatever they would then be called would have to ne- 
gotiate — ^basically create their own network. So they would effec- 
tively become something akin to a PPO-type of organization. 

So the distinction between private fee-for-service and other types 
of Medicare Advantage plans has a nontrivial amount to do with 
the fact that the private fee-for-service plans can just piggyback off 
of the rates that Medicare has already negotiated. 

Mr. Cooper. In earlier versions of Medicare managed care, we 
only reimbursed at roughly the level of 95 percent of fee-for-service. 

Mr. Orszag. Correct. 

Mr. Cooper. How much would the savings be if we took it back 
to that level? They would be larger than the numbers you have on 
the chart. 

Mr. Orszag. We have not estimated that, but we could provide 
an estimate of that for you. 

Mr. Cooper. That would be very helpful. 

You referred to the overall Medicare price structure, and that is 
on your Slide 4, which you did not use in your testimony. I think 
members of the committee should focus on that, if you would put 
up the slide. 

I think members should find this chart very instructive because 
some areas of the country are reimbursed at much higher levels 
than others. This isn’t a recent phenomenon. This has existed for 
the entire history of the Medicare program. This is fundamental to 
all the costs of the program, and if better health was correlated 
with higher reimbursement, that might not be a problem, but of- 
tentimes it is an inverse correlation. 

The white areas on the chart with the lowest reimbursement 
have the healthiest populations. So that is a fundamental entitle- 
ment problem that this committee and others should be addressing. 

But obviously with our friend from Texas and Florida and other 
areas of the country that are the darker colored on the chart — and 
Tennessee is somewhat darkly colored — we have problems in ad- 
justing this formula, the basic formula, to achieve better health 
outcomes for our people. 

Mr. Orszag. I think that the variation that you can see in this 
chart, which is very substantial and which does not — cannot be ex- 
plained by the underlying riskiness of the patients in the different 
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areas and which does not translate into better health outcomes in 
the darker regions than the lighter regions, presents the most sub- 
stantial opportunity to reduce health care costs without harming 
health outcomes. It is, I think, very compelling evidence in favor 
of that perspective. 

So it is stunning that embedded in the long-term fiscal challenge 
facing the country is an opportunity like that one. 

Mr. Cooper. Let me say, “amen,” Mr. Chairman. 

Mr. Miller. The only thing I would say, this is not a managed 
care point. At the Commission, we try to focus on — we do a lot of 
focus on fee-for-service, and we are trying to move the Medicare 
system to payment mechanisms that are sensitive to these dif- 
ferences that would reward those areas of the country that have 
high quality outcomes and low resource use under the fee-for-serv- 
ice system so that you would see some of this change and then 
would also make the case for — I have to raise these — take away the 
need to raise some of these floors on the managed care side. 

Chairman Spratt. Mr. Conaway of Texas. 

Mr. Conaway. Thank you, Mr. Chairman. 

Dr. Miller, you have in your testimony, as well as in the written 
information, used the word “efficiency.” It seems to be related di- 
rectly to cost. 

Can you flesh that out for me a little bit. 

Mr. Miller. Efficiency — and you are correct, I have been using 
it in this instance to refer to cost. 

In a perfect world, and in most of our work, we use “efficiency” 
to refer to high quality, low cost. What I am specifically referring 
to when I say that is, in the bids that plans submit, they say how 
much they would charge or they want to be paid to deliver the tra- 
ditional fee-for-service benefit. 

And, for example, in the private fee-for-service plans, the reason 
I said they are inefficient and definitely a cost concept — you are 
very clear on this — is because we have to pay so much more to 
them to deliver the traditional fee-for-service. So I think that was 
the point. 

Mr. Conaway. So you are not saying that the highest efficiency 
plan would be one that costs zero but provides the best care. I 
mean, that is irrational, the highest efficiency plan would be one 
that costs nothing, but provides the best care possible. 

Mr. Miller. I would just say it a little bit differently. The high- 
est quality with the lowest cost would be the best efficiency. 

Mr. Conaway. On Chart 2 , it flattens out. There is a big jump. 
Can you tell us why that happened? And why does it go fiat? 

Mr. Orszag. One of the explanations is that private fee-for-serv- 
ice plans currently have a variety of opportunities that could be 
taken advantage of in moving into various different areas, and we 
project that as they exhaust those easier opportunities, the growth 
tapers off. 

I would note, however, that I think there is significant potential 
for our projections to be too low on the projected growth, including 
especially in private fee-for-service plans. There is very significant 
potential for it to be higher than that. 

Mr. Conaway. My colleague from Tennessee said that dark blue 
area was fraud; is that right? 
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Mr. Orszag. I am not going to use terms like that. 

Mr. Conaway. These are folks who are playing by the rules we 
put in place. We have got bad rules in place to allow them to man- 
age or orchestrate their business models to take advantage of it; 
but under our current system, that is not fraud is it, Jim? 

Mr. Cooper. I think these plans acknowledge that they are not 
even intending to offer the additional services that would be offered 
by an HMO. 

Mr. Conaway. Fraud is a term of art that you as a lawyer under- 
stand, and it was subject to being reined in by existing issues. 

This chart, now, we talk about — this goes from the $32 trillion 
for today’s unfunded mandates to 54 trillion in 5 years. Most of our 
conversations talk about 30 or 40 years out. 

Either of you have recommendations that we could not let that 
happen over the next 5 years? 

Mr. Orszag. I will say the following, and I think this is obviously 
a much broader topic; but CBO is increasingly focusing on pro- 
viding options for you that may help bend that curve. 

We do not — over the long term in terms of health care cost 
growth, we do not know enough today to know what would reliably 
help bend that curve, but there are several things that seem auspi- 
cious that need to be tried and could be tried and then examined, 
including on both the provider and the consumer side. 

On the provider side we are currently paying for Medicare on a 
fee-for-service basis. We don’t know whether we are always getting 
the highest value for that payment. Expanded comparative effec- 
tiveness research tied to changes in incentives for providers could 
help move towards a higher value-lower cost combination. 

On the consumer side, one of the striking things that has hap- 
pened over the past three decades is, out-of-pocket expenses as a 
share of total health care spending have plummeted and they are 
now about 15 percent, under half of what they were a couple of 
decades ago. The evidence suggests that has driven up health care 
costs. So reversing that would also help to bring down health care 
costs. 

Mr. Conaway. Take one for the record, because I am going to 
run out of time before you can answer it; and that is, physician ac- 
cess across time as baby boomers qualify for Medicare, one of the 
concerns is, there are going to be fewer and fewer physicians avail- 
able who will continue to leave their practices open. 

Can you get some information back to the committee about your 
projections, based on the number of folks in school, the doctors and 
all of that stuff — in terms of access when the baby boomer bulge 
hits the 65 bracket? 

Mr. Orszag. We know that the flow of people going through med- 
ical schools has been pretty flat and the share of general practi- 
tioners, in particular, coming out is down. 

Mr. Conaway. I yield back. 

Thank you, Mr. Chairman. 

Chairman Spratt. Mrs. Schwartz. 

Ms. Schwartz. I want to follow up on some of the other points 
that were made and see if we can — I will ask a few questions. 

You have made the point there are 35 million beneficiaries in 
fee-for-service Medicare, traditional Medicare, and about 8 million. 
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about 18 percent in this special managed — well, it has been called 
managed care, but Medicare Advantage. 

Isn’t it true that the greatest growth in this Medicare Advantage 
is actually in the private fee-for-service? 

Mr. Orszag. Even during this year, as one of my charts showed, 
that subcomponent of Medicare Advantage plans added more than 
700,000 beneficiaries. So they are growing; they started small, but 
relative to that small base, they are growing at a very rapid rate. 

Ms. Schwartz. That is a group that is not claiming to do any 
managed care or coordinated care, but not only that, has the least 
oversight or the least rules and least accountability back to Medi- 
care, to CMS, to be sure that they are giving anything extra to 
their beneficiaries. 

Is it true that we don’t know whether they are in fact providing 
either additional benefits or better outcomes? 

Mr. Miller. I think there are a couple of things. 

They don’t have the same data requirements on quality of care. 
CMS is not — cannot do the same oversight to the bids that they 
submit. They don’t have to establish networks. And actually there 
is a provision in law that they are not allowed to link provider in- 
centives to managing care. 

So — I mean, they are really structured not to be managed care 
plans and their reporting requirements are different. So it will be, 
as you say, hard to know what they are, but they are required by 
law to provide additional benefits. They do submit a bid. They say 
how much in the actuary value of the benefits that are provided. 
And so I believe benefits are being provided. 

Ms. Schwartz. We just don’t know what they are. 

Mr. Miller. They vary significantly across plans. You don’t nec- 
essarily know what is being used by beneficiaries. 

Ms. Schwartz. Is it also true that the physicians — we have 
heard the physicians don’t know what they are going to be paid by 
these private fee-for-service plans, so when they accept a patient, 
they have no idea. 

Mr. Miller. I think the phenomenon is more this: When the pa- 
tient presents, the patient says I have a — the beneficiary has a pri- 
vate fee-for-service plan. At that point, the physician has to deter- 
mine what this plan is paying, which is the private — which is the 
regular fee-for-service rate, and they may not know that and they 
have to sort of search and figure out whether they are going to ac- 
cept the patient at that point. 

Ms. Schwartz. A previous question asked about access for Medi- 
care recipients and whether, in fact, we have enough physicians to 
provide and accept Medicare patients and accept the benefits. I 
think that is a concern for all of us. 

I assume what we are not getting is — we are paying for for these 
private fee-for-service plans; physicians don’t know what they are 
going to get reimbursed; patients — we don’t know, certainly, how 
much patients are getting — whether beneficiaries are getting more 
and whether, in fact, there are any better outcomes, and it is cost- 
ing us all more money. 

Could you say also that the amount of money that we are spend- 
ing, that additional $1,000 a person, or the additional $10 billion 
a year, is really coming out of the pockets of other Medicare bene- 
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ficiaries? You pointed out that we really don’t have enough money 
today to pay — to meet all of our obligations under Medicare. We 
are now spending $10 billion more a year, $1,000 more per Medi- 
care beneficiary, that in some ways is coming out of the pocket of 
the 80 percent of Medicare beneficiaries — in order to get a few 
beneficiaries who are the healthier and younger beneficiaries, po- 
tentially more benefits; and we are not even sure of that. 

Would that be the right framework for the way this is working? 

Mr. Miller. We both have testified to the fact that all bene- 
ficiaries, the other 80 percent who are not enrolled in the plans, 
are paying a Part B premium — a higher Part B premium. 

A different way to say what you are saying is, in a sense, what 
we are watching here is, in this context of the sustainability issues 
that this committee is well aware of, we are watching a benefit ex- 
pansion in progress. And it is not targeted; it is whoever presents 
at the plan. It is not 

Ms. Schwartz. It is not targeted to the most elderly or sickest. 

Mr. Miller. Or the lowest income. The benefits that are actually 
being offered through this expansion are determined by the specific 
plan, and as both of us have said, we don’t have a consistent data 
set to know what we are getting out of that. 

Ms. Schwartz. So we are spending a whole lot more money, and 
we are not sure what we are getting. 

Thank you. 

Chairman Spratt. Mr. Bonner. 

Mr. Bonner. I know this hearing was called to focus on Medicare 
Advantage. I want to ask one question that is germane to the hear- 
ing, but I want to take advantage of your broad expertise on health 
care. 

Consider the following statement: Government health plans aim 
to make sure that everyone who is eligible gets a benefit. Private 
health plans make sure that everyone who gets a benefit is eligible. 

Does that strike you as an accurate distinction? 

Mr. Orszag. I don’t necessarily have any objection to it. I think 
there are many dimensions along which public programs may vary 
from private insurance plans. 

Mr. Bonner. I don’t know if this hearing is being broadcast out- 
side of the House, but in the event C-SPAN picks it up and some- 
one is stumbling — ^by chance, they flip from Oprah to Judge Judy 
and they end up with the Budget Committee, they probably won’t 
stay for long, but I would like to broaden the question a little bit 
outside of just Medicare Advantage. 

I had a telephone town hall meeting night before last with about 
10,000 constituents from my district. I was surprised that many 
stayed on the line. And one of the questions that came to me, 
which I think is very appropriate is, why is our health care — Medi- 
care and other, why is it so complicated, especially the reimburse- 
ment aspect of it; and does it have to be? 

Because at the end of the day, that is one of the challenges we 
have: How are we going to pay — I think most everyone. Democrat 
and Republican, would agree that we have got the best health care 
system in the world, or most of us believe that, but it is certainly 
not as accessible or as affordable to all Americans. 
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Does it have to be this complicated? And is there a better way 
to do it? 

Mr. Orszag. I would just say that part of the complexity of our 
current system comes from choices that we have made, in par- 
ticular, to have an employer-based health care system in which 
that is the primary mechanism for the nonelderly to obtain health 
insurance and then to layer on public programs around that sys- 
tem. 

There is a lot of fragmentation in our system, and one of that 
may have — that system may have benefits and costs. One of the 
costs is that it is more fragmented, and complexity is necessarily 
sort of part of that framework. 

Mr. Miller. And I think on the public side, the programs in 
Medicare grew up based on the public — or, sorry, the private mod- 
els. Many of them came on at different points in time; different 
benefits arrived at different points in time in the program, incre- 
mental changes where people who saw an inequity stepped in and 
said, I am going to make that change. And that compounds over 
time, and that is certainly why you have the complexity. 

We do think that there are better and, hopefully, clearer ways 
to reimburse, such as having the payments be sensitive to the qual- 
ity outcomes in the use of services that we try to push. Hopefully, 
that is at least clearer incentive-wise. Whether it is less complex, 
you know, those raise issues about measures and mechanisms as 
well. 

Mr. Bonner. If someone from Arkansas or Ohio or Tennessee or 
Alabama or South Carolina has switched from Oprah to this hear- 
ing and is curious as to where we are going with this — I guess the 
other question I have got is, we have got a Presidential election 
coming up next year. Some of the candidates running for President 
are calling for some type of universal coverage for those who don’t 
have health insurance. 

Is there any reason to believe that, as expensive and as com- 
plicated as this current system is, if we were to have some type of 
universal health care plan to cover all Americans, that it would 
cost us less money than what we are currently arguing about that 
we are spending too much money on? 

Mr. Orszag. I guess I would just say that the net impact of just 
adding people who are currently uninsured into the insured popu- 
lation would be a net increase in costs. 

There may well be other changes that could be made to reduce 
costs. But the uninsured currently, on average, spend less even — 
despite the fact that they often wind up in extremes with very 
high-cost situations, they often spend less than the insured. Adding 
them to the pool of the insured would on net increase costs. 

Chairman Spratt. Mr. Doggett. 

Mr. Doggett. Thank you very much for your testimony. 

I would like to return to the comments to which our chairman 
referred at the opening. 

The official President Bush selected to run Medicare from 2001 
to 2003, Tom Scully, said of these Medicare Advantage plans, 
quote, “There has been huge overfunding,” and I ask you if you are 
able to quantify the amount of “overfunding,” to use his euphe- 
mistic term, that has occurred with Medicare Advantage. 
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Mr. Orszag. Well, I guess you could do that historically or pro- 
spectively. One way of 

Mr. Doggett. I am asking, first, historically. Since this program 
was set up, do you have an estimate of how much overfunding 
there has been of Medicare Advantage? 

Mr. Orszag. I don’t believe we have done that analysis. 

Mr. Doggett. And looking at it prospectively, given the fact that 
even the Bush official who ran the program describes it as huge 
overfunding, what is a reasonable amount of savings? 

I realize it depends on the policy choices that are made, but what 
is a reasonable amount of savings to expect we might be able to 
achieve over a 5-year period? 

Mr. Orszag. Well, again, that depends on your policy interven- 
tion. If you reduce the payments to plans, the benchmarks in par- 
ticular, to 100 percent of local fee-for-service costs, we estimate 
budget savings of $54 billion over 5 years. 

Mr. Doggett. $54 billion over 5 years. And there would be a va- 
riety of other choices that could be made that might be less than 
that, but that would be kind of the ceiling of reducing it to that 
level. 

Now, having created this huge amount of what his own officials 
call “overfunding” and what some of us would call “gross waste,” 
did President Bush, in his proposal to Congress this year, propose 
to achieve a dollar of savings from these Medicare Advantage 
plans? 

Mr. Miller. I don’t believe 

Mr. Doggett. Not a dollar. Not a penny. 

Did the budget proposal that our Republican colleagues sub- 
mitted to the Congress propose to save a dollar or a penny for 
Medicare Advantage? No. It did not. 

Did President Bush’s budget proposal propose to save, through 
its inaction, money by cutting the payments that physicians will re- 
ceive on January 1st of next year? To be more specific, if nothing 
is done, will physicians next year face a cut in their reimbursement 
rates of about 10 percent? 

Mr. Orszag. Yes, sir. 

Mr. Doggett. And there is nothing in the President’s budget to 
stop — to fund any change in that? 

Mr. Orszag. I don’t believe that the President’s budget — I am 
just looking at that. 

Mr. Doggett. Not a penny, not a dollar taken away from these 
insurance companies that his own officials say have received huge 
overfunding where there has been gross waste and unnecessary 
spending, but a 10 percent cut to every physician who provides 
services to seniors and people with disabilities and relies on Medi- 
care across this country. 

Now, I agree fully with the point Mr. Conaway made that this 
is not the result of fraud; and I also agree with my other Texas col- 
league that what it does result from is the clash between Repub- 
lican theory and Republican reality. Let me give you — some might 
call it bad judgment. 

Let me give you one example of the way the waste and abuse — 
the term we usually hear at election time in talking about the 
mythical welfare Cadillac. You could imagine what would happen. 
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if you were talking about an extra $100 that one of these recipients 
got versus $100 million. Let me talk about $100 million example 
of what has actually occurred. 

The General Accountability Office determined this spring that 
Medicare, the Bush administration, paid out $100 million for bene- 
fits to insurance companies for poor and disabled seniors, when 
the — this was for retroactive coverage for 5 months. The only thing 
is, they never required the insurance companies to tell the seniors 
and the disabled people that they were entitled to any coverage, 
and they didn’t get around to telling anyone to change their prac- 
tices until March of this year. 

The General Accountability Office estimates $100 million of 
money paid out to these Medicare Advantage plans, to these insur- 
ance companies, for which little or no service was rendered. And 
that is the kind of example of mismanagement of this program 
which goes right back to its origin of favoring, as you put it so well, 
Mr. Edwards, the conflict between theory, between ideology and be- 
tween reality. 

And we are paying a big price for it. 

Mr. Orszag. Could I offer one small clarification? 

The President’s budget did not directly make any changes to 
Medicare Advantage plans, but because of the other changes that 
you mentioned — for example, the update factors, et cetera — there 
would be implications for the benchmarks that Medicare Advan- 
tage plans payments are based off of and, therefore, some implica- 
tions for Medicare Advantage plans. 

Chairman Spratt. Thank you. 

Mr. Tiberi. 

Mr. Tiberi. Thank you. 

Dr. Miller, speaking of realities, let me try to get you to answer 
a question here. In my district, I was visited by a nonprofit hospital 
that set up a Medicare Advantage program. And they have seen an 
incredible boom in that program, just incredible growth in enroll- 
ment. And part of that enrollment, a large part of that enrollment 
actually they have seen is in an urban area of my district — a num- 
ber of African Americans have enrolled in their program and have 
been very pleased with the program, which goes along with some- 
thing I think you said earlier about growth in the Medicare Advan- 
tage program; they’ve seen incredible growth, people choosing to go 
into the program. 

And I met with some of the African American leaders in that 
part of my community, and they are very happy with that nonprofit 
hospital’s Medicare Advantage program. 

Why do you think there has been so much growth in the Medi- 
care Advantage program since its inception? Why are seniors 
switching to it? 

Mr. Miller. I think that at least part of the reason is that be- 
cause of these payments, plans are able to offer additional benefits. 
We talk about benefits, and benefits can mean lower out-of-pocket. 
And so I think that that, plus the benefits that Medicare doesn’t 
offer, is very attractive to a beneficiary. And that is urban, rural, 
you know, high income, low income; any beneficiary would find ad- 
ditional benefits on top of traditional Medicare attractive and 
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Mr. Tiber:. The CMS study that you provided that said there 
was a 12 percent gap, or differential, between Medicare Advan- 
tage — 

Mr. Miller. That is analysis that both of our shops have done. 

Mr. Tiber: [continuing]. If you factored in those “extra benefits” 
you just talked about, whether it is disease management, whatever 
it might be, that attracts people to Medicare Advantage from their 
own personal experiences, if you factored that in, could that be part 
of the 12 percent? 

Mr. Orszag. That is what the 12 percent is supposed to be. 

DCMN NORMAN 

Mr. Miller. Absolutely. It is supposed to be that, and I want to 
clarify something, though. 

You know, this kind of gets missed in the debate occasionally. 
People often come back and say, but I know it is more payment but 
people are getting extra benefits so that is a good thing. And I 
think there is some of that. But remember, each one of these bene- 
fits is a fully loaded benefit. They don’t administer themselves. 

So those dollars, the plan gets paid what they bid. They retain 
that part of the additional payment that they use for additional 
benefits. But part of those dollars go to admin, marketing, and 
profit. And so each one of those dollars doesn’t necessarily travel 
to the beneficiary in terms of the benefit. 

But having said that, and as Peter just said, yes, part of it are 
those additional benefits. 

Mr. Tiber:. How do you factor in when a nonprofit Medicare Ad- 
vantage program tells me there are larger upfront costs to imple- 
menting this program that will see a decrease over time to Medi- 
care? 

Mr. Orszag. Could I comment on that? 

In order to get a decrease in Medicare costs, okay, you can evalu- 
ate this along other dimensions. But a decrease in Medicare costs, 
given the current structure of the payment systems, one would 
need the bids that the plans are submitting to be roughly one half 
of local fee-for-service costs in order for the net payment from the 
Federal Government to be lower than it would be for someone in 
traditional fee-for-service. That seems to me implausible. 

So there may be some potential longer-term effects or some sys- 
temwide effects, but from the narrow perspective of the Federal 
budget, the story that the plans will develop enough internal effi- 
ciencies to actually generate a net reduction in budget outlays for 
the Federal Government, given the current structure, seems very 
difficult to see. 

Mr. Miller. To add to the implausibility part, what you are basi- 
cally saying is that the beneficiaries will have more benefits, the 
current payments don’t put pressure 

Mr. Tiber:. I understand. I am running out of time. 

How do you mirror or how do you merge both of you gentlemen’s 
concern about the cost of Medicare Advantage? Because I know 
where you both are, versus, at least in my district, constituents 
who have long complained about Medicare fee-for-service, including 
my mom and dad, long complained about it with an incredible lik- 
ing of Medicare Advantage and what Medicare Advantage is pro- 
viding them. How do you mirror those two things? 
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Mr. Orszag. I want to just clarify. I hope I am not betraying con- 
cern. I am just trying to communicate our analysis to you. 

I think the real question that one needs to ask is I have no doubt 
that many Medicare Advantage beneficiaries enjoy or like the plans 
that they are in. Those plans do cost the Federal Government more 
than traditional fee-for-service, and so there is this question of 
there is a subset of beneficiaries who are getting expanded benefits 
and reduced premiums that are being financed by the rest of the 
beneficiaries and by taxpayers. And that is a trade-off that, you 
know, is for you to evaluate. 

Mr. Miller. I agree with all of that. I would go at the question 
a little bit differently. 

First of all, I believe that there are plans who can provide addi- 
tional benefits through their efficiencies. And in fact, you know, 
one way to look at this is that if I am an HMO and I have to create 
a network and report quality data, and then the private fee-for- 
service plan shows up and it doesn’t have to do any of that, it is 
like I have been working to dig out these efficiencies in order to 
offer these benefits, and this other competitor has a much easier 
time of it. 

So my first answer is I believe this model has the potential, and 
there actually are plans who can do it; maybe not as generous as 
when there is a subsidy present, but can still do it. 

Then on the fee-for-service side, which you are absolutely right 
about, it is a system that is in need of repair. I will say we have 
made recommendations, which I won’t go through now, but to 
make the payments reward high quality and low utilization so that 
the same kinds of incentives are being driven on that side as well. 

Chairman Spratt. Let me tell everyone that we have about 13 
votes coming up at 1 o’clock. So what I would like to do is try to 
finish this up as soon around 12 o’clock as possible, then move to 
the second panel. 

I would ask our remaining members to limit their questions to 
3 minutes, if you could. I will recognize you first for the additional 
panel. Won’t apply to Mr. Blumenauer, since I am sure he has got 
more to ask. But it is simply precatory. If you can do it, fine. 

Mr. Blumenauer. I come at this from a slightly different per- 
spective. 

I voted against both Medicare prescription drug programs be- 
cause I didn’t think that they were focused and thought they were 
too expensive. But I represent a State that I think has the highest 
market penetration, and I think I have the legislative district that 
probably has more in the State. I think it is over 50 percent in the 
places that I represent. 

Part of it gets to what Mr. Cooper was talking about a moment 
ago. In fact, I look around the room and other than the Texans, we 
are all States where our people are paying the same Medicare 
taxes as everybody else in the country and they are getting back 
a much reduced amount. We are being penalized — some of us are 
being penalized for being low-cost States. 

Mr. Ryan, I think you are the only State on the list here of any- 
body represented that is actually getting back less in the fee-for- 
service. 
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So I am having people that are being driven to these pro^ams 
because we have such a low reimbursement rate that physicians 
are feeling very uncomfortable with it. 

And I get a little nervous when I hear people talking about sub- 
stituting the average benchmark fee-for-service, just sort of plug- 
ging that in, when we have wild areas of differential in terms of 
the local costs. 

What would be the impact if we substituted the average fee-for- 
service nationally for everybody? You have got a range here where 
people in Louisiana are getting $950 a month, on average. Why 
should — if we are going to drive the market for efficiencies and if 
we really care about entitlements, if we care about entitlements, 
why don’t we do something that starts driving average reimburse- 
ment towards a national level that is lower, rather than keep piling 
it on the expensive States because — and where I disagree with Mr. 
Barrett, there is no evidence that we have the best health care sys- 
tem in the world; if we had lower child mortality; if we lived long. 
We are right in the middle of the pack. 

So can we kind of not come back here and whack low-cost States, 
Arkansas, North Carolina, Tennessee, Kansas, Wisconsin? If we 
are going to be adjusting Medicare Advantage, why can’t we just 
come back and do a little adjustment with the national average, 
which would seem to be to be much more fair, and then see what 
the market can do? 

Mr. Miller. I am not sure I follow your point on the national 
average, but I do want to say something about what you have said. 

I absolutely 

Mr. Blumenauer. Let me clarify it, because I think it is impor- 
tant. 

You are talking about the local average benchmark and so ad- 
justing, you would adjust the $950 that Louisianians get and then 
you are trying to whack Oregonians at 750 when we are only get- 
ting 582 right now. So why not whack everybody the same? 

Mr. Miller. When we have talked about transitions to the 
benchmarks, there are different ways that you can do this, and 
there are different ways that you can achieve the 100 percent of 
the — of fee-for-service across the country. 

And so ideas like that and options like that are possibilities, and 
we do talk about them. 

And I also want to address your underlying concern because I 
think your point is really well taken. 

Peter put the map up showing the dramatic geographic vari- 
ations. 

We are well aware of these things, and I don’t think this fits en- 
tirely in a managed care issue. We have fee-for-service inequities 
across the countries that our payment systems continue to perpet- 
uate, and we have made recommendations that would drive fee-for- 
service dollars into areas that have low utilization and high qual- 
ity. If that is your area, you would benefit from that. 

Mr. Blumenauer. But why couldn’t — it is going to take a while 
to get to where you are going. 

Mr. Miller. I have acknowledged the other point. 

Mr. Blumenauer. Why isn’t the simplest way to start moving to- 
wards equity and efficiency to just benchmark the average fee-for- 
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service and make that the cost for Medicare Advantage and get us 
moving in both areas? 

Mr. Miller. Because part of the response, I think, is also these 
underlying differences in the country should probably be addressed 
as well; as Peter said, they represent an opportunity for the entire 
health care — or at least all of Medicare to run in a much more effi- 
cient way. 

Mr. Blumenauer. Can we have a number from you about what 
it would be if we benchmarked to the national average, what the 
savings would be for fee-for-service? 

Mr. Orszag. I believe we can do that. 

Chairman Spratt. If we could get that, we would like it for the 
record. But let’s move on. 

Mr. Moore, Dennis Moore. 

Mr. Moore of Kansas. We are getting the number that was just 
asked for; is that correct? 

Mr. Orszag. We will do that. 

Let me note, one of the things about putting in a national aver- 
age given these patterns without affecting these underlying pat- 
terns is that, of course, you would create a strong incentive for 
Medicare Advantage plans to enter into the lower-cost areas and 
drive enrollment growth there, which I am not saying is a good or 
bad thing but, I am saying is a consequence. 

And the result would be that if you are paying the national aver- 
age in those lower-cost areas, that does drive — given this under- 
lying existing pattern of enrollment and costs, does drive up cost 
for the system. 

In other words, if what you did was — you only moved the lighter 
regions towards the average and didn’t do anything else, you wind 
up raising cost. 

Mr. Blumenauer. But you are driving the darker regions down. 

Mr. Orszag. Right. But part of the response will depend on ex- 
actly the distribution of beneficiaries and the response of the plans 
to that kind of incentive. I can’t give you an answer right now, but 
I will get back to you with one. 

Mr. Moore of Kansas. The number of enrollment, persons en- 
rolled in traditional Medicare, is about 35 million nationwide. 

The number of enrollees in traditional Medicare is about 35 mil- 
lion nationwide; is that correct? 

Mr. Orszag. That is approximately correct. 

Mr. Moore of Kansas. And the number in Medicare Advantage 
is about 8.7 million; is that correct? 

Mr. Miller. That is right. 

Mr. Moore of Kansas. And the cost of the Medicare Advantage 
far exceeds the cost per person of traditional Medicare, correct? 

Mr. Orszag. Correct. 

Mr. Moore of Kansas. And how much is that cost per person 
in excess? 

Mr. Orszag. As we said earlier, something like $1,000 per bene- 
ficiary. 

Mr. Moore of Kansas. Who do you suspect would object if we 
were to say we are going to have everybody enrolled in traditional 
Medicare and discontinue Medicare Advantage? 
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Mr. Orszag. Well, obviously, the people who are beneficiaries 
today under Medicare Advantage would, by observation, prefer that 
to traditional fee-for-service. So they presumably would object. 

Mr. Moore of Kansas. But there is, I think, general consensus 
here that a lot of money is being wasted; not fraud, but wasted on 
this Medicare Advantage program. 

Mr. Orszag. I would say that the program is increasing Federal 
costs. 

Mr. Miller. I think it is a judgment of what you call “waste,” 
and I think the objections would come from the beneficiaries en- 
rolled, the plans that are providing the service. And I would say 
as an organization, we think there should be an option. So we don’t 
think that — we are not saying that the managed care option should 
be eliminated. 

Mr. Moore of Kansas. All right. Thank you. 

Chairman Spratt. Mr. Etheridge. 

Mr. Etheridge. Thank you, Mr. Chairman, and let me thank 
you both for staying. 

Let me follow up on that question just a minute, if I may, be- 
cause I think that is the heart of it. 

If Congress put Medicare Advantage on a level financial playing 
field with fee-for-service as MedPAC recommends, what will hap- 
pened to Medicare Advantage’s market? Will Medicare Advantage 
plans and the extra benefits they provide disappear? Do you think 
it will? Or will beneficiaries still have the opportunity to receive 
some extra benefits? 

As has been stated here this morning, or alluded to, that there 
would still be some money within that system, and how can we 
minimize the disruption of how — to the Medicare Advantage enroll- 
ees if the plan should disappear. 

Mr. Orszag. Let me say first, under our estimates, moving to 
100 percent of local fee-for-service would not eliminate the Medi- 
care Advantage program. It would in 2012 reduce enrollment by 
about half. So there would still be roughly 6 million or so bene- 
ficiaries in Medicare Advantage plans. And the reason, presumably, 
that they were in those plans is that somehow the plans offered 
some combination of supplemental benefits or reduced premiums to 
them that made it attractive for them to be in that plan, as op- 
posed to traditional fee-for-service, despite the fact that the bench- 
marks were set at 100 percent of local fee-for-service. 

Mr. Miller. And just to back right into that, too. I mean, in our 
analysis that we present in the June chapter, we have evidence 
that we think that certain plan types, on average, the HMO plans, 
deliver the traditional fee-for-service benefit at below what the tra- 
ditional fee-for-service benefit costs Medicare. That represents the 
opportunity for the plan to provide additional benefits, and that is 
why I think you still would see enrollment in these plans and still 
have some additional benefits, but not as many plans as now and 
not as generous a benefit package as you are seeing now. 

I want to acknowledge that. 

Mr. Etheridge. So in effect what you are saying is we would 
start to level the playing field. 
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Mr. Miller. The payments would level — you would level the 
playing field between fee-for-service payments and the managed 
care payments, yes. 

Mr. Etheridge. Thank you. I yield back. 

Chairman Spratt. Mr. Berry. 

Mr. Berry. Thank you, Mr. Chairman. I think that it should be 
said that this Medicare Advantage part of the Medicare Moderniza- 
tion Act of 2003 was written by 

the insurance companies. And I served on that conference com- 
mittee; and the insurance companies — it turned out just exactly 
just like they wanted it to, and we should not be surprised at the 
result. 

Having said that, my question is, and it was mentioned earlier, 
I think by the Ranking Member, that there is some advantage to 
having all of your coverage in one place, with one Medicare Advan- 
tage plan, where you get your drug plan and all of that. 

Have you done any analysis of the cost of whether or not we 
could lower the cost of the Part D program if we had Medicare, 
offer a Medicare-only plan as part of the A and B and make it a 
Medicare Part D, where one card served all of those purposes, and 
negotiated the prices for the people that would receive the medi- 
cine? 

Mr. Orszag. There would be a variety of ways of doing that. 
CBO has spoken, I guess at some length, about the role of the 
Medicare program, or the Secretary of HHS, in obtaining price dis- 
counts, for example, within Part D. 

But the details matter here. It depends on exactly how it is 
structured. 

I would also note with regard to benefits from that integration 
within Medicare Advantage plans that you referred to, again we 
need more data. CBO has been asking for and I would welcome evi- 
dence from the Medicare Advantage plans on the degree to which 
that integration is actually generating internal efficiencies and cost 
savings. 

Mr. Berry. Thank you, Mr. Chairman. I yield back. 

Chairman Spratt. Thank you. 

Thank you for your excellent testimony and for the fine work 
each of you does at your respective agencies, CBO and MedPAC. 
We very much appreciate your service and your contribution made 
today in understanding this complex problem. 

Thank you. 

We now have the second panel, which consists of Dr. Mark 
McClellan, former director of CMS, now at AIE Brookings; Barbara 
Kennedy, who is the chief executive officer of the National Com- 
mittee to Preserve Social Security and a former Member of the 
House; Patricia Newman who is the director of Medicare Policy, the 
Henry J. Kaiser Family Foundation; Ardis Hoven of the AMA, the 
American Medical Association; and Catherine Schmitt of Blue 
Cross Blue Shield of Michigan. 
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STATEMENTS OF MARK McCLELLAN, M.D., AIE BROOKINGS; 

BARBARA KENNELLY, CHIEF EXECUTIVE OFFICER OF THE 

NATIONAL COMMITTEE TO PRESERVE SOCIAL SECURITY, 

AND FORMER MEMBER OF CONGRESS; PATRICIA NEUMAN, 

DIRECTOR OF MEDICARE POLICY, THE HENRY J. KAISER 

FAMILY FOUNDATION; ARDIS HOVEN OF THE AMERICAN 

MEDICAL ASSOCIATION; AND CATHERINE SCHMITT, BLUE 

CROSS/BLUE SHIELD OF MICHIGAN 

Chairman Spratt. Dr. McClellan, do you have a time constraint? 

Mr. McClellan. I do, but I will push it back. 

Chairman Spratt. Some time the bell is going to ring around 1 
o’clock. 

I tell you what we will do. To accommodate your situation, we 
will let you go first. Thank you for coming. We look forward to your 
testimony, and I will say to all of the witnesses, the statements you 
filed will be made part of the record, and you can summarize them 
as you see fit. 

Thank you very much again, and Dr. McClellan. 

STATEMENT OF MARK McCLELLAN, M.D. 

Dr. McClellan. Mr. Chairman, thank you very much, Mr. Rank- 
ing Member, for the opportunity to be here. It is a real privilege 
to be back with many of you on this important issue of Medicare 
Advantage and the Federal budget. 

As you know, how Medicare pays for health care not only has im- 
portant implications for the Federal budget, it has a major impact 
on how quickly and how effectively we can create a health care sys- 
tem that fulfills the promise of modern medicine: more prevention, 
better health at the lowest possible cost. 

In fulfilling this goal. Medicare Advantage Health plans pay a 
critical role. They bring greater value to our overall health care 
system in terms of enabling beneficiaries to get more up-to-date, 
higher quality care at a lower total cost. They are achieving higher 
rates of use of preventative services, they are providing greater ac- 
cess to care coordination services, improving compliance to prevent 
complications of chronic diseases, keeping beneficiaries healthier. 

This adds up, as we talked about earlier today, to $86 a month 
in savings for beneficiaries. That is more than $1,000 a year. And 
it is particularly important for beneficiaries with limited means 
who have no options, who aren’t eligible for Medicaid, who don’t 
have employer-provided retiree coverage, and who are facing out- 
of-pocket costs that exceed $3,000 a year. 

As Ken Thorpe at Emory University and other experts have 
noted, the average savings from the Medicare Advantage plans ex- 
ceed reasonable estimates of the higher Government payments. 

There are also a number of reasons why the payment differences 
that we have been discussing today for most Medicare Advantage 
plans may not be as large in 2008 and beyond as the recent CBO, 
MedPAC, and other estimates would suggest, or at least why 
these — the reasons for the differences may change. 

These estimates only look at Part A and Part B costs in Medi- 
care, not the Part D drug costs. And Part D costs are much less 
expensive in Medicare Advantage and these differences seem to be 
increasing over time. 
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Also, I am not sure that all of these estimates fully incorporate 
traditional Medicare administrative costs, including the higher cost 
of preventing fraud and abuse, because of the very detailed admin- 
istration of the program. Many of these estimates are based off 
what are called APCC costs which include most of the costs within 
a particular county of the Medicare benefits themselves, but not 
some of these other administrative costs that I mentioned. 

Also the estimates, looking forward, tend to understate the ex- 
penses in traditional Medicare that will be associated with physi- 
cian payments. As we talked about this, we are scheduled for a 10 
percent reduction next year. If Congress acts to address that — and 
they should to provide adequate access for seniors — then the pay- 
ments in fee-for-service will be higher relative to Medicare Advan- 
tage and that is not taken account of yet in the projection. 

Also, the budget neutrality phase-out which was mentioned be- 
fore is going to be a less important component of payment dif- 
ferences going forward. And, finally, there are a lot of studies that 
health economists have done showing there are spillover effects of 
health plans that provide coordinated care on the rest of the health 
care system, and in particular on Medicare fee-for-service, by pro- 
moting preventative care, by promoting care coordination that 
make it easier for providers to change their practice in that direc- 
tion overall, leading to health care savings as well. 

So if you add all of this up, what looks like is going to happen 
in the years ahead is that the main factor accounting for payment 
differences in 2008 and beyond will be the higher payments in 
counties that historically have had low access to coordinated care 
and innovative benefits, that have had lower fee-for-service costs 
and were the subject of explicit decisions by Congress — not in the 
Medicare Modernization Act but in the Balanced Budget Act of 
1997, BIPA 2000 and beyond, bipartisan decisions by Congress to 
increase payments to Medicare Advantage plans to improve access 
to these kinds of coordinated care benefits and more extensive ben- 
efit plans. 

So reducing Medicare Advantage payments further than what is 
already scheduled to happen in the next couple of years — and the 
payment updates for Medicare Advantage are going to be well 
below the rate of medical inflation next year, just like they were 
this year — may go too far to restrict access to savings and, impor- 
tantly, to up-to-date health benefits that keep beneficiaries 
healthier and enable them to survive their chronic diseases more 
effectively. 

It would leave many beneficiaries not only with much higher out- 
of-pocket costs but also with no better alternative to either tradi- 
tional Medicare, with all of its gaps, or to having to sign up for a 
very inefficient Medigap plan where beneficiaries pay much more 
in premiums than they get out in benefits. 

Seniors, I think, deserve better than that. They deserve more up- 
to-date options than that, and so policy reforms to address this 
looming Federal entitlement crisis should not start with shifting 
costs from the Federal Government to Medicare beneficiaries, who 
disproportionately have limited means and don’t have access to 
Medicaid or employer or retiree coverage. Those are the people who 
primarily enroll in Medicare Advantage. 
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Now, while finding ways to reduce costs and improve value in 
the overall health care system is very important, so, obviously, is 
finding ways to reduce Medicare spending growth. The best policy 
reforms will cause both Medicare expenditures and total health 
care expenditures to go down without compromising beneficiary 
health. And while some of the proposed payment reductions from 
Medicare Advantage don’t meet that test, there are promising ap- 
proaches to improve the performance of Medicare Advantage and 
also of traditional fee-for-service Medicare. 

Effective marketing and oversight, improving the availability of 
information on planned quality and costs, including better meas- 
ures for traditional fee-for-service Medicare and Medigap as well, 
and providing more support to beneficiaries to use this information 
to make informed decisions about their coverage and their care can 
all help. 

In addition, adjusting the rules affecting the private fee-for-serv- 
ice plans has been the subject of so much discussion this morning 
to limit the use of physician deeming, perhaps after an initial start- 
up period or when a range of options of plans that do not signifi- 
cantly restrict access if treatments are available in an area, that 
can achieve significant savings, according to Peter Orszag’s testi- 
mony just a little while ago. 

Similarly, there are many opportunities to improve the efficiency 
of payments in fee-for-service Medicare you have all already dis- 
cussed this morning. All of these steps can help achieve greater 
savings in Medicare with budgetary reductions, without raising 
beneficiary costs substantially. 

The best solution to Medicare’s financing problems isn’t to take 
away innovative coverage options and to shift costs to beneficiaries, 
particularly those with limited means who are struggling with out- 
of-pocket costs today. 

The main opportunities for improving care, as Representative 
Cooper pointed out, is the huge overuse, underuse, and misuse of 
treatments that is occurring around the country in the Medicare 
program overall today. 

As Peter Orszag said, this is the most substantial opportunity to 
reduce health care costs without compromising quality. 

So there are better ways to address the long-term sustainability 
of the Medicare program, or at least better places to start, while 
promoting more efficient health care. And I look forward to sup- 
porting this committee’s continuing efforts to achieve this abso- 
lutely critical public health goal. 

Thank you very much, Mr. Chairman. 

Chairman Spratt. Thank you very much. 

[The prepared statement of Mark McClellan follows:] 

Prepared Statement of Mark McClellan, M.D., Ph.D., AIE Brookings 

Chairman Spratt, Ranking Member Ryan, and distinguished members of the 
Committee, thank you for the opportunity to testify today on Medicare Advantage 
and the Federal Budget. 

My testimony makes a number of points. First, Medicare Advantage (MA) health 
plans play a critical role in bringing greater value to our overall health care system, 
in terms of enabling beneficiaries to get more up-to-date, higher-quality care at a 
lower cost. Second, policy reforms to address the looming Federal government enti- 
tlement crisis should not start with shifting costs from the Federal government to 
Medicare beneficiaries with limited means, and they should seek to avoid reducing 
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access to benefits like preventive services, more comprehensive drug coverage, and 
care coordination services that both reduce costly complications and help bene- 
ficiaries lead healthier lives. In fact, such changes may meet the definition of re- 
duced efficiency, properly defined from the standpoint of the overall value of the 
care provided in our health care system. Third, any differential payments for most 
types of MA plans may well be smaller in 2008 and beyond than some recent esti- 
mates based on 2007 data would suggest. As a result of recent changes in law and 
regulation, MA plans overall will have relatively modest payment increases in 2008 
and possibly in subsequent years. Remaining differences in payment rates are large- 
ly the direct result of bipartisan Congressional action to address concerns about re- 
duced access to up-to-date coverage options in rural and certain urban areas. Thus, 
any changes should be approached cautiously. Fourth, while the MA program is a 
key element in achieving the overall policy goal of improving the quality and effi- 
ciency of Medicare and our health care system, there are some important opportuni- 
ties to improve it and help reduce Federal costs. 

THE VALUE OF THE MEDICARE ADVANTAGE PROGRAM 

Before discussing the efficiency of Medicare Advantage plans, I would like to start 
with a comment on the importance of considering value — which is the way econo- 
mists define efficiency — in the context of our health care system. Economic efficiency 
is not simply reducing costs to the government. For example, consider two kinds of 
health care coverage. One kind generally pays for complications of health problems 
after they happen, but limits coverage of preventive care, services to help people 
with chronic disease stay well, and other benefits that improve health, resulting in 
higher costs to patients. The other kind of coverage is more in line with 21st-century 
health care: it provides more personalized medical services, such as helping people 
understand their risk factors, comply with drug therapies and other treatments to 
prevent complications, avoid duplicative services, and as a result it achieves better 
health outcomes. Even if these two kinds of coverage cost the same amount to the 
government, they are by no means equally efficient. Because the latter type of cov- 
erage achieves better quality for the same amount of government payment — because 
it delivers greater value — it is the more efficient approach. In fact, even if the more 
up-to-date coverage were somewhat more costly, because it delivers better health, 
it may still be the more efficient plan. Moreover, economic efficiency cannot be de- 
termined simply by looking at costs to the government. Efficiency depends on overall 
costs, including costs paid by beneficiaries as well as the government. Coverage that 
shifts costs to beneficiaries without lowering overall costs — or perhaps increasing 
them — does not increase efficiency. 

If we want to achieve a high-value, efficient health care system, then Federal poli- 
cies must encourage high-value health care. With this background in mind, I would 
like to describe how the Medicare Advantage program overall is performing. 

Overall, compared to fee-for-service Medicare, beneficiaries in Medicare Advan- 
tage plans have much lower out-of-pocket costs; they receive significantly more pre- 
ventive benefits, drug coverage, and services to help them better manage their 
chronic diseases; they have very high satisfaction rates; and in most cases, their 
overall care costs (Medicare plus beneficiary) are lower. 

For example. Medicare Advantage beneficiaries receive preventive services like 
mammograms, colorectal cancer screening, prostate screening, and immunizations 
at significantly higher rates than beneficiaries in traditional fee-for-service (FFS) 
Medicare. In addition, compared to other Medicare beneficiaries without supple- 
mental “Medigap” coverage, MA beneficiaries are only one-third as likely (6 percent 
versus 17 percent) to report delaying the use of needed care due to cost.^ 

MA beneficiaries also receive higher quality of care in many areas; for example, 
a study in the Journal of the American Medical Association found that beneficiaries 
in MA plans received higher quality of care than beneficiaries in traditional FFS 
Medicare in five of seven HEDIS quality measures studied.^ Quality is reflected in 
overall high beneficiary satisfaction rates with their coverage: Consumer Assess- 
ment of Health Plans Surveys (CAHPS) generally rate MA plans highest among a 
range of types of health plans. ^ 

These quality of care results are the consequence of how most MA plans provide 
coverage. Plans receive a single, risk-adjusted payment from Medicare, and they 
compete to attract and keep beneficiaries by using this subsidy to provide the most 
attractive benefits at the lowest overall cost. In contrast, in traditional FFS Medi- 
care, benefits are determined by statute and cannot easily include many innovative 
approaches to benefit design, provider payment, care coordination services, and per- 
sonalized support for beneficiaries. Through MA plans, beneficiaries across the coun- 
try have access to plans with lower or zero copays for preventive services; they have 
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widespread access to wellness programs; they have access to dental and vision serv- 
ices that not only reduce costs but also help beneficiaries live better and improve 
their overall health. 

Importantly, MA plans are also providing drug coverage that is more extensive 
and much less costly than in traditional FFS Medicare. This difference in generosity 
and cost, which increased between 2006 and 2007 and may continue to increase in 
the future, is likely the result of several factors. First, most MA plans can manage 
the use of prescription drugs more effectively, as part of their efforts to support the 
overall coordination of care for a patient’s health. Second, higher compliance with 
drugs has been shown to reduce other health care costs,"^ and because MA plans 
have incentives to keep overall costs down that do not exist in traditional FFS, they 
can capture the savings in hospital, physician, and other costs from the greater com- 
pliance that comes with more comprehensive drug coverage. Again, this is a more 
efficient approach to health care coverage. 

Finally, most MA plans provide much more support for patients with chronic dis- 
eases than is available in traditional FFS Medicare. This is critically important, 
since the vast majority of costs in Medicare — and most of the cost growth in Medi- 
care — relates to treating the complications of a limited number of serious chronic 
diseases. Our health care system has huge and persisting quality gaps in the pre- 
vention and treatment of chronic diseases. There is no population in this country 
that needs such personalized services to improve coordination and prevent complica- 
tions from chronic diseases more than Medicare beneficiaries. 

All of these features — better preventive care, lower out-of-pocket costs, better drug 
coverage, better support for quality care for chronic diseases — are signs of more effi- 
cient health care. Not surprisingly, they add up to very large savings for bene- 
ficiaries — on average, out-of-pocket costs are $86 a month less in MA, compared to 
traditional FFS Medicare with Medigap (counting beneficiary premiums) or no sup- 
plemental coverage. That’s more than $1000 a year in savings. This is why a recent 
analysis by Adam Atherly and Ken Thorpe of Emory University concluded that even 
though MA payments increase Medicare costs, “the size of the increase in costs will 
be less than the value of the supplemental benefits provided to beneficiaries” — that 
is, overall costs to beneficiaries and the Federal government are lower in the MA 
plans.® (Similarly, according to MedPAC testimony before the Ways and Means 
Committee in May, average bids across all Medicare Advantage plans for Part A 
and B services are lower than the average cost of traditional FFS Medicare® — and 
when Part D benefits are included, the cost differences are larger.) 

To achieve the goal of reducing overall health care costs while improving quality — 
that is, to improve efficiency from the standpoint of our overall health care system, 
and to spend beneficiary as well as tax dollars more effectively — Medicare Advan- 
tage is providing very important options to Medicare beneficiaries. 

ESTIMATED PAYMENT DIFFERENCES BETWEEN MA AND TRADITIONAL MEDICARE, AND 
IMPLICATIONS FOR PAYMENT REFORMS 

While finding ways to reduce costs and improve value of the overall health care 
system is very important, so is finding ways to reduce Medicare spending growth. 
The best policy reforms will cause both Medicare expenditures and total health care 
expenditures to go down, without compromising beneficiary health. With all the 
overuse, underuse, and misuse of medical care in our health care system, there are 
plenty of opportunities to do this. But reductions in MA payment rates would not 
do it: they reduce Medicare spending by reducing the benefits and the beneficiary 
savings just described. So an important question is: what is the likely impact of re- 
ducing MA payments? 

As a preliminary step, it’s important to review what the overall Medicare payment 
differences are between MA plans and traditional Medicare. There are some reasons 
why the 12 percent estimate of cost differences from CBO and MedPAC may not 
be indicative the pajmient differences in 2008 and beyond, and thus the impact of 
payment reforms to “equalize” payments, especially for the coordinated care plans 
(HMOs and PPOs) that continue to make up the vast majority of MA enrollment. 
First, the estimated payment differences do not include a number of factors that af- 
fect the overall cost comparisons: 

• The analyses generally focus on Part A and B benefits only.'^ But MA plans are 
providing Part D coverage at substantially lower costs than in traditional Medicare, 
for the reasons described above, and these cost differences are increasing. As a re- 
sult, MA plans are likely to exert a growing impact on holding down the Part D 
“benchmark” and thus holding down Part D costs for the entire Medicare program. 
Accounting for the complete costs of A, B, and D benefits results in a significantly 
smaller difference in total Medicare costs. 
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• The analyses include the administrative costs of MA plans (these costs, along 
with care coordination and other patient management costs, are included in the MA 
bids) but the administrative costs (including the administrative costs to combat 
fraud and abuse) of traditional FFS Medicare are not included. These costs likely 
amount to 2 percent or more in additional traditional FFS costs. 

• The forecasts of spending differences and savings for 2008 and beyond do not 
account for the artificially low forecasts for physician spending in traditional Medi- 
care. The large spending reductions required under current law, including a 10 per- 
cent cut in payment rates for 2008, are not sustainable. Physicians cannot provide 
adequate services for beneficiaries with these payment reductions. When Congress 
addresses the physician payment reduction for 2008, payments in traditional Medi- 
care will go up significantly, and would not be accounted for in the MA rates until 
2009 (by which time Congress may have enacted another one-year physician pay- 
ment “fix” that increases traditional FFS costs again). 

• An important source of additional payments to MA plans right now, the so- 
called “budget neutrality” adjustment to the risk-adjusted payments to MA plans, 
is being phased out. Other things equal, it will be substantially smaller in 2008 and 
beyond, particularly if MA plans continue to increase their efforts to design benefits 
that attract chronically ill beneficiaries. 

In addition to these four factors, some reports have also pointed out other poten- 
tial factors that may incrementally affect the estimated differences, such as costs 
not included in the county “AAPCC” amounts behind the traditional FFS payment 
estimates, and the way that payments for medical education are counted.® 

From the standpoint of overall health care efficiency, another important factor to 
consider in evaluating the cost impact of the MA program is known as the “spillover 
effect” of a growing presence of plans that emphasize prevention and coordinated 
care. As every health care provider knows, how traditional Medicare pays is an im- 
portant influence on how overall health care is delivered. For example, when pro- 
viders are paid more when patients have more duplicative tests and more prevent- 
able complications — as is the case in fee-for-service payment systems — it is more 
challenging to take steps like adopting health IT or reorganizing practices in other 
ways to deliver care more efficiently. In reviewing a broad range of studies of the 
impact of managed care plans on overall health care spending in different regions 
of the country, Laurence Baker of Stanford University concluded that “despite some, 
generally early, studies that do not find strong effects, this literature as a whole 
suggests that managed care is capable of having broad influences on the health care 
delivery system, and that these effects have been in the direction of driving down 
health care costs. Some of this evidence, particularly that focused on traditional 
Medicare enrollees, clearly indicates the ability of managed care activity to influence 
spending patterns for patients well outside the boundaries of managed care plans.” ® 
Thus, increasing access to coordinated care plans through higher payments is an im- 
portant policy lever for the Federal government to help influence the overall effi- 
ciency of the health care system, with potentially important “external” efficiency 
benefits in traditional FFS Medicare and even beyond the Medicare program. 

Similarly, the estimate of a $2 higher Part B beneficiary premium resulting from 
MA pa 3 mients is offset by the lower average Part D premiums resulting from MA 
plans. Indeed, reducing enrollment in MA plans would exacerbate another kind of 
inefficency that increases overall Medicare spending and total beneficiary premiums. 
Most beneficiaries in traditional Medicare are also enrolled in “Medigap” supple- 
mental coverage. This coverage, particularly the individual Medigap plans, is quite 
inefficient: not only does it have a high “load factor” — meaning beneficiaries have 
to pay much more in premiums than they get out in benefits — hut the Medigap op- 
tions are also designed in a way that encourages “first dollar” coverage that, accord- 
ing to the CMS Actuaries and CBO analysts, adds billions to Medicare costs each 
year.i® Such Medigap plans not only promote inefficient spending; Medigap pre- 
miums have been rising rapidly, and are much higher than Part B and Part D pre- 
miums combined. Yet except for MA plans, the Medicare program gives beneficiaries 
in traditional FFS Medicare few options besides this costly and inefficient approach 
for lowering their out-of-pocket medical costs and protecting themselves against dev- 
astatingly high expenditures. 

Finally, the principal MA payment policy associated with this year’s increase in 
CBO’s forecast of cost savings from revising MA pa 3 mient rates is the higher pay- 
ment rates in rural and urban “floor” counties. These payment rates were the result 
of explicit, bipartisan policy decisions in several Medicare laws preceding the Medi- 
care Modernization Act. The stated goal of the Congress in creating and increasing 
the floor county payment rates was to promote access to more comprehensive health 
plan choices, and a broader range of choices, in areas that might not otherwise have 
MA plan availability. With the competitive reforms enacted in the MMA, these law 
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changes are finally having that effect: for the first time ever, virtually all Medicare 
beneficiaries have a choice of health plans, including HMO and/or PPO plans and 
private FFS plans, and access to other options like MSA plans is increasing as well. 

REDUCTIONS IN MA PAYMENT RATES WILL INCREASE BENEFICIARY COSTS AND REDUCE 
THE OVERALL EFFICIENCY OF THE HEALTH CARE SYSTEM 

Reductions in payments to the MA plans would increase beneficiary health care 
costs, reduce the overall availability and use of preventive services and care coordi- 
nation services in Medicare (and likely in the overall health care system), and re- 
duce many aspects of the quality of care received by millions of Medicare bene- 
ficiaries. According to estimates by Adam Atherly and Ken Thorpe, these impacts 
may be large: limiting MA payment increases to 1 percent would increase MA bene- 
ficiary costs by $412 by 2009, and approximately 1.8 million beneficiaries would lose 
HMO/PPO coverage and face out-of-pocket cost increases of $825 per year. In consid- 
ering these impact analyses, it is important to note that statutory and regulatory 
changes in MA payment rates are already holding down MA payment increases. For 
2007, the relatively small payment increases accounted for a negligible share of the 
increase in the Part B premium, and for 2008, plan payment increases will gen- 
erally be well under the rate of overall medical inflation and Medicare FFS spending 
growth. 

Moreover, the beneficiaries who enroll in Medicare Advantage plans are those who 
most need lower-cost, efficient coverage options. According to another analysis by 
Ken Thorpe, as well as other studies, MA enrollees are more likely to have limited 
means (i.e., incomes under $20,000 to $30,000), are much less likely to have em- 
ployer-provided supplemental coverage, and are more likely to be racial and ethnic 
minorities. For these beneficiaries, the alternative choices of the gaps and financial 
exposure of traditional FFS Medicare alone or of the high costs of traditional Medi- 
care plus Medigap are not good choices. 

If our nation is going to close the huge gap in prevention and in quality of care 
for chronic diseases, it is essential that we promote access to coverage like that 
available in most MA plans, which emphasizes preventing illness in the first place, 
avoiding preventable complications of chronic diseases, and using health services 
more efficiently. As Administrator of CMS, I was a strong supporter of greater pre- 
vention and greater focus on prevention and improving care for chronic diseases 
within the traditional Medicare program as well. Over the past several years, CMS 
has implemented many steps in traditional FFS Medicare to improve quality and 
efficiency. These steps include a major “My Health, My Medicare” prevention initia- 
tive to encourage beneficiaries take advantage of the expanded coverage of preven- 
tive services, the Medicare Health Support program to pilot the availability of dis- 
ease and care management programs in traditional FFS Medicare, and initial steps 
toward providing better information on quality and efficiency and pa 3 dng more for 
better care not just more care, to encourage better health and greater efficiency. But 
progress has been slow, because it is challenging to encourage the kinds of care co- 
ordination and integration that promote quality and efficiency, and that get the 
right care to the right patient at the right time, in a FFS payment system. In con- 
trast, as described above, most MA plans have clearly demonstrated the capacity to 
achieve higher levels of quality without increasing overall health care costs, and in 
many cases reducing overall costs. 

I am particularly concerned that, in the current policy debate about MA plans, 
there has been little discussion of alternative policies that can improve prevention, 
care coordination, and overall health care costs and that could achieve similar sav- 
ings for Medicare beneficiaries. For example, some have proposed using MA pay- 
ment reductions to “pay for” increased Part B payments to physicians. If Congress 
took this step. Medicare beneficiaries would face a “double hit” on their out-of-pock- 
et costs, first from their loss of MA benefits and savings and second from the higher 
copays and premiums for Part B services. Medicare physician payment needs to be 
addressed, but there are better alternatives than taking away benefits and savings 
from seniors, particularly the many beneficiaries with limited means who can least 
afford this kind of Medicare reform. 

PRIVATE FEE-FOR-SERVICE PLANS 

Understandably, Members of the Committee and many other Members of Con- 
gress have been particularly concerned about trends in private fee-for-service 
(PFFS) enrollment. PFFS plans were created by Congress in the Balanced Budget 
Act of 1997 to fulfill an important role: giving beneficiaries access to coverage that 
would not impose substantial utilization review or other regulatory restrictions on 
access to care. PFFS plans are the least efficient kind of MA plans and they are 
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now growing rapidly, spurred by selectively entering “floor” counties with very fa- 
vorable reimbursement rates and offering essentially the same fee-for-service pay- 
ment schedule as traditional Medicare, plus some additional benefits and cost shar- 
ing reductions. Some of these plans have claimed that they are implementing a 
multi-year strategy to serve beneficiaries effectively in areas that previously have 
not had much if any private plan participation. That is, when they have started en- 
rolling beneficiaries, they look very similar to traditional FFS Medicare; but over 
time, they expect to build beneficiary familiarity, provider networks, and other fea- 
tures that will enable them to increase the quality and efficiency of care. Other 
plans appear simply to be mimicking traditional FFS Medicare with some additional 
cost savings, which does not create the same kind of quality improvements and over- 
all efficiency gains as other types of MA plans and is not what extra Federal spend- 
ing should Ido supporting in the years ahead. 

Some policy reforms have been discussed which might address concerns about the 
impact of PFFS growth on program efficiency without eliminating access to this op- 
tion, and reduce Medicare costs without undermining the positive features of the 
MA program. One step, which CMS has already initiated, is aggressive enforcement 
of proper marketing practices. Satisfaction rates overall in MA remain high, but 
keeping them high will require ongoing, effective Federal oversight and responses 
to beneficiary complaints, especially when patterns of abuse are apparent. The AMA 
and other physician organizations have also criticized the availability of “physician 
deeming” to PFFS plans. While new PFFS plans may need this authority to estab- 
lish a market presence and “get off the ground” with beneficiaries and health care 
providers, the long-term use of deeming authority may not be necessary for a well- 
run PFFS plan. To address this, deeming authority for a PFFS plan might end after 
an initial plan startup period, perhaps several years, or after a substantial presence 
of PFFS, PPO, MSA, and other plans that do not impose strict utilization manage- 
ment techniques has been established in an area. Similarly, PFFS plans might be 
required to establish contracts with providers and post the resulting provider lists 
after a reasonable time period. Finally, PFFS plans might be required to undertake 
steps that go beyond simply replicating traditional FFS benefits with lower cost- 
sharing, such as providing wellness services or support services for beneficiaries 
with chronic diseases. Properly implemented, steps like these would help avoid ex- 
cess Medicare costs and assure that PFFS plans are both available to beneficiaries 
who want them and are a good investment for the Federal government. 

SPECIAL NEEDS PLANS 

Another rapidly growing component of the MA program is Special Needs Plans 
(SNPs), which are MA plans that target beneficiaries with particular, distinctive 
health needs that offer services tailored to those needs. Today, the largest number 
of such plans are designed for “dual eligible” Medicare-Medicaid beneficiaries, who 
have much to gain from care coordination services. However, plans for beneficiaries 
with institutional levels of care needs and for beneficiaries with particular kinds of 
chronic diseases are also growing rapidly; for example, 23 organizations are offering 
83 chronic-disease SNPs this year. 

Clearly, these plans create important opportunities to customize services, improve 
care, and reduce costs for beneficiaries who have the most to gain from such serv- 
ices. SNPs for dual-eligible and institutionalized patients have enabled beneficiaries 
to simplify their medication regimens and avoid costly, preventable hospitalizations, 
while reducing costs and improving quality in state Medicaid programs. Chronic- 
care SNPs help beneficiaries with chronic illnesses manage their conditions more ef- 
fectively, through more generous drug coverage and assistance with medication com- 
pliance, diet and behavior changes, information technology (IT) support for care co- 
ordination, and other steps intended to prevent costly complications and disease pro- 
gression. None of these benefits and services is available in traditional FFS Medi- 
care, and many states have turned to SNPs to provide these services to their dually 
eligible beneficiaries. By focusing on high-cost, complex patients, SNPs show that — 
with proper payment incentives and oversight that promotes effective competition 
to serve even the most vulnerable Medicare beneficiaries — the traditional criticism 
that private plans only want healthy patients is being turned on its head. Because 
the beneficiaries served by these plans account for a large share of Medicare spend- 
ing, the SNP program can have an important impact on the overall quality and effi- 
ciency of Medicare and our health care system’s ability to serve those who need the 
most help. 

While the initial experience with SNPs has had many positive features, indicating 
that the program should be reauthorized, the proliferation of a diverse range of SNP 
plans is beginning to provide a richer basis for evaluating the SNP program and 
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improving it. For example, CMS is working with outside expert groups to develop 
improved performance measures for the various types of SNPs. In addition, some 
SNPs may he targeting conditions like high cholesterol that, by themselves, may not 
represent a truly distinct cluster of patient health needs where specialized benefits 
and management can achieve significant improvements in quality and efficiency. 
And some of these plans may not offer many specialized, targeted services compared 
to typical MA plans that must market and provide appropriate services for the gen- 
eral Medicare population. CMS or Congress should consider minimum standards for 
the conditions and types of beneficiaries treated by SNP plans. In particular, the 
plans should be targeted to beneficiaries where distinctive, complex health care 
needs create a real opportunity to achieve significant overall cost savings and qual- 
ity improvement, and the plans should be expected to provide significant specialized 
benefits and services. Conditions like congestive heart failure, diabetes, chronic lung 
disease, HIV/AIDS, and certain cancers, as well as high-cost combinations of such 
conditions, are examples of clinical areas where targeted, specialized services and 
expertise are likely to be appropriate. 

CONCLUSION 

Mr. Chairman, Mr. Ranking Member, and Distinguished Members, we are living 
in era when the opportunities for preventing diseases and their complications have 
never been greater, and at the same time, when the challenge of promoting effective 
and efficient use of all of the increasingly diverse and sophisticated treatments 
available has never been greater. Increasingly, efficient health care is about preven- 
tion, personalization, and coordination of services around the needs of each indi- 
vidual patient. How we pay for health care has an important impact on how quickly 
and effectively we can create a health care system that fulfills the promise of mod- 
ern medicine at the lowest possible overall cost. With Americans generally and 
Medicare beneficiaries in particular getting only about half of the preventive care 
they need, and with poor care coordination and preventable complications account- 
ing for more and more spending in the Medicare program, it is more urgent than 
ever for Medicare payment policies to promote high-value, personalized care. To 
achieve a high-value health care system — the most important kind of “efficiency” in 
health care — Congress should continue to support the Medicare Advantage program, 
which is our best, proven avenue for improving prevention and chronic disease man- 
agement in Medicare. 

At the same time, there are promising approaches to improve the performance of 
Medicare Advantage, and of traditional FFS Medicare as well. Effective marketing 
enforcement and oversight, improving the availability of information on plan quality 
and costs (including better measures for traditional FFS Medicare and Medigap, as 
well as all types of MA plans, to help beneficiaries make more informed choices 
about their coverage), providing more support for beneficiaries to use this informa- 
tion to make informed decisions about their coverage and their care, and adjusting 
the rules affecting PFFS plans and SNPs are all examples of such policies. Simi- 
larly, there are many opportunities to improve the efficiency of payments in tradi- 
tional FFS Medicare. All of these steps can help achieve greater efficiency in Medi- 
care, leading to budgetary savings without raising beneficiary costs substantially. 

The best solution to Medicare’s financing problems isn’t to take away innovative 
coverage options and shift costs to beneficiaries — particularly those with limited 
means who are struggling with out-of-pocket costs today. There are better ways to 
address the long-term sustainahility of the Medicare program while promoting more 
efficient health care, and I look forward to supporting the Committee’s efforts to 
achieve this critical public health and fiscal goal. 
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Chairman Spratt. Before turning to Barbara Kennelly, let me 
recognize Dr. Robert M. Wah who is taking the place of Ardis 
Hoven of the American Medical Association. I am sorry for the ini- 
tial mistake I made. 

Ms. Kennelly, you are welcome any time. Good to see you again. 
Thank you for coming to testify. 

STATEMENT OF BARBARA KENNELLY 

Ms. Kennelly. Thank you, Chairman Spratt, and thank you 
Ranking Member, Mr. Ryan. And thank you members of the com- 
mittee for inviting me to testify today on this important issue of 
the impact of Medicare Advantage overpayments on the Medicare 
program. 

As President of the National Committee to Preserve Social Secu- 
rity and Medicare, I represent 4 million members and supporters 
who are vitally committed to the preservation of Social Security 
and Medicare, programs that are crucial to our Nation’s retirement 
security. 

Mr. Chairman, while the groups like us, like the National Com- 
mittee, were concentrating on stopping the privatization of Social 
Security, Medicare was already undergoing a transformation into a 
privatized program, thanks to the Medicare Modernization Act. 

I listened very carefully to Dr. Orszag this morning and Dr. Mil- 
ler, and I certainly appreciate what they were saying: that there 
are managed care plans that before this bill was passed, did a very 
good job and will continue to do a very good job. In fact, people on 
this panel represent some of those proposals. 

But I truly feel that the way the bill was designed that it is truly 
a — it is looking right at the heart of Medicare — to do away with 
Medicare as we know it. In fact, I will go so far as to say this 
morning that it was designed to accomplish the goal expressed by 
our former Speaker, Mr. Gingrich, to lure seniors voluntarily out 
of Medicare so that it would eventually — Medicare would eventu- 
ally wither on the vine. 

Now, I know much time has been spent debating the long-term 
affordability of both Social Security and Medicare. In fact, the ad- 
ministration has people on the Hill almost weekly telling us that 
we can’t afford these entitlements. We can’t afford Medicare. And 
this committee has spent — and I know how much time it has spent, 
considering these situations and looking at Medicare very seri- 
ously, and they certainly will do that again next year because of 
the 45 percent trigger. 

We know that many of Medicare’s costs are not unique to Medi- 
care. They reflect the same factors that are causing skyrocketing 
increases in health care costs for the under-65 population. Many 
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experts continue to struggle with ways to solve these problems. But 
unlike these complex technical challenges, overpayments to Medi- 
care Advantage plans are much more straightforward. They are 
also one cost that you can control. 

Congress created the expanded subsidies in the MMA. Congress 
can vote to eliminate them or at least reduce them to a certain ex- 
tent. 

I cannot overstate the damage these Medicare Advantage over- 
payments will cause to the traditional Medicare program if they 
are not addressed. 

Ultimately, overpaying Medicare Advantage plans will shatter 
the risk pool that made Medicare work. Medicare Advantage plans 
tend to attract healthier seniors because of their benefits. 

As more of these seniors are lured out of the traditional Medi- 
care, they leave behind the frailest and most vulnerable to pay 
higher and higher premiums. Also, as Medicare Advantage enroll- 
ments grow, so do taxpayer subsidies. Over time, this cycle will 
cause Medicare to become unaffordable for both taxpayers and 
beneficiaries. Eventually, political support for the program will 
shift. 

Today’s social insurance concept of shared risk will be replaced 
by the ownership society, a concept of individual risk, a concept 
that has been already pushed very hard by our President, and 
hand-in-hand with individual risk will come an individual payment 
system called vouchers. 

We know that vouchers save money for healthy beneficiaries and 
shift the burden of health care to the frailest and sickest among us, 
and they also provide no containment for health care costs. Eventu- 
ally, we will find ourselves in a world much like it was before 
Medicare was created, and health care will be unaffordable for the 
average senior. 

At a time when our Nation is struggling with how to create af- 
fordable health care coverage for all Americans, it is simply incom- 
prehensible to me why we would destroy the one affordable, uni- 
versal health care system that already exists, known as Medicare. 
Now, I know that you will hear arguments that the Medicare Ad- 
vantage overpayments are necessary to provide improved health 
care services to groups such as those with multiple and chronic 
conditions, minorities, those living in rural areas, and the poor. 

Of course, we do not always know whether the Medicare Advan- 
tage plans actually provide significant benefits to these groups be- 
cause of lack of reporting and claims of proprietary information, 
but if Congress believes higher payments are needed to improve 
the health of beneficiaries in these groups, it would be much more 
simple and it certainly would be less expensive to increase re- 
sources targeted to the groups that we are talking about by ex- 
panding and improving low-income programs. 

Mr. Chairman, the vast majority of Medicare beneficiaries re- 
main in the traditional program. You may not hear their voices as 
loudly as you hear the insurance industry’s, but believe me when 
I tell you they will be seriously hurt if Congress does not eliminate 
Medicare Advantage subsidies. The decision you make this year 
will be impacting on the people of this country for decades to come. 
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Thank you for inviting me here today, and thank you very much 
for listening to me, and I look forward to working with you. 

[The prepared statement of Barbara Kennelly follows:] 

Prepared Statement of Hon. Barbara B. Kennelly, President and CEO, Na- 
tional Committee to Preserve Social Security and Medicare, Former Mem- 
ber OF Congress 

Mr. Chairman and Members of the Committee: Thank you for inviting me to tes- 
tify this morning on the important issue of the impact of Medicare Advantage over- 
payments on the Medicare program. As President of the National Committee to Pre- 
serve Social Security and Medicare, I represent 4 million members and supporters 
who are vitally committed to the preservation of Social Security and Medicare — pro- 
grams that are critical to our nation’s retirement security. 

The National Committee advocated in favor of adding a prescription drug benefit 
to the Medicare program for many years. We shared many seniors’ expectations that 
a drug benefit would take the form of a simple expansion of the traditional Medicare 
program. Providing prescription drug coverage through traditional Medicare would 
have given beneficiaries a simple, standardized benefit, and allowed the federal gov- 
ernment to leverage the purchasing power of millions of beneficiaries to lower drug 
prices. 

As you know, this benefit structure is not what seniors received. The current 
Medicare Part D benefit is complicated, confusing and fragmented, and whatever 
competition exists between private plans has not been sufficient to slow the contin- 
ued upward spiral of prescription drug prices. Because the drug benefit is provided 
entirely through private plans, it also represents the first major step toward the full 
privatization of the Medicare program. 

The Medicare Modernization Act (MMA) is not only a mechanism for enacting a 
drug program that provides considerable financial benefit to the drug and insurance 
industries. For many, offering seniors prescription drug coverage for the first time 
was the “sweetener” intended to mask the taste of the medicine of privatization. As 
it has turned out, the drug benefit itself was a bitter pill for many seniors. But for 
the designers of the MMA, it was conceived as a way to smooth the passage of mas- 
sive long-term changes leading to the privatization of the Medicare program. This 
was done despite the success and popularity of the traditional fee-for-service Medi- 
care program, and despite the failure of past privatization efforts such as 
Medicare-i-Choice. 

Mr. Chairman, the Medicare Modernization Act is a weapon aimed at the heart 
of the traditional Medicare program. It was designed to accomplish the goal ex- 
pressed by former Speaker Newt Gingrich — to lure seniors voluntarily out of Medi- 
care so that it would eventually wither on the vine. The overpayments to Medicare 
Advantage plans that you are exploring today represent one of the tools by which 
to achieve this end. 

The National Committee believes that privatizing Medicare is just as likely to ul- 
timately destroy the health care safety net for seniors as privatizing Social Security 
is to dismantle the foundation of retirees’ income security. Through much hard work 
and education, groups such as ours have been able to temporarily halt the march 
of Social Security privatization. Unfortunately, we were not similarly successful 
with Medicare, so our efforts must be concentrated on reversing the most egregious 
provisions of the Medicare Modernization Act. 

Privatization in the MMA takes a number of forms. First, there is the privatized 
nature of the drug benefit itself, which is only available through private plans and 
not through traditional Medicare. In addition, the MMA provided massive subsidies 
to the private sector, most of them in the form of the overpajunents to private Medi- 
care Advantage plans that the Committee is exploring today. Finally, we would note 
some of the lesser understood elements of privatization such as the 45% limit on 
federal funding, the privatization demonstration project known as the “comparative 
cost adjustment demonstration project” or “premium support”, and the new provi- 
sion means-testing the Medicare Part B program for the first time in the history 
of Medicare. All of these provisions collectively undermine the traditional Medicare 
program. 

Private health plans, now called Medicare Advantage plans, were first allowed to 
participate in Medicare because some policymakers believed they could provide bet- 
ter services at a lower cost than traditional Medicare. In fact, because it was antici- 
pated private plans would be so efficient, the government initially paid them 5 per- 
cent less for each beneficiary they enrolled than it would have cost to cover that 
same beneficiary in traditional Medicare. 
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In 25 years time, the powerful health insurance industry lobby has been ex- 
tremely successful in turning this rationalization on its head. Instead of paying pri- 
vate plans less to reflect the efficiencies they argued would save the government 
money, Medicare now pays them signiflcantly more than it would cost to cover the 
same beneficiaries through traditional fee-for-service Medicare. In fact, today the 
government pays an average of 12 percent more to cover a beneficiary in a private 
Medicare Advantage plan than it would cost to cover that same beneficiary in tradi- 
tional Medicare. And some types of private plans can receive much larger payments. 
For example. Private Fee-For-Service plans are paid about 19 percent more than 
traditional Medicare and plans in some localities are paid 50 percent more than tra- 
ditional Medicare. In simple dollar terms. Medicare pays about $1,000 more a year 
to cover a beneficiary in a private plan than it would cost to provide care to that 
same beneficiary under traditional Medicare. 

All beneficiaries, whether they enroll in a private plan or not, subsidize pa 3 unents 
to private companies by paying higher Part B premiums. Today, these premiums are 
almost $50 per year higher per couple than they should be because of overpa 3 unents 
to private plans. This number will clearly continue to grow exponentially in future 
years. These increases are in addition to the record-setting increases in Part B pre- 
miums beneficiaries have already experienced — and which are expected to con- 
tinue — as a result of increases in the cost of health care. 

In addition to adding costs for individual beneficiaries, overpayments to Medicare 
Advantage plans result in higher costs to the federal government. Medicare’s Actu- 
aries estimate that eliminating these overpayments would add two years of solvency 
to Medicare’s hospital insurance trust fund. These additional costs are absorbed by 
the Medicare program at a time when health care costs are growing dramatically, 
both for the federal government and for beneficiaries. In fact, President Bush and 
some others have insisted that the federal government cannot afford to continue 
supporting entitlement programs such as Medicare over the long-term. President 
Bush has included deep cuts to Medicare in his past two budgets, and many of his 
supporters in Congress have pushed to include sizeable Medicare cuts in the budget 
process this year. In addition, the automatic triggering mechanism included in the 
Medicare Modernization Act of 2003 has initiated a process designed to result in sig- 
nificant cuts in Medicare as early as 2009. 

Many of the causes of increased Medicare costs are difficult to tackle — they reflect 
the same factors that have resulted in skyrocketing increases in health care costs 
for the under-65 population that have proven so intractable. Many experts continue 
to struggle with ways to solve this problem. 

But I can point out one cost reduction that is obvious and can be addressed by 
this Congress quite simply — the overpayments to Medicare Advantage plans. Over- 
paying private plans adds to the cost of the Medicare program for both beneficiaries 
and for taxpayers. Unlike the more complex challenges of curbing the overall growth 
of health care, it is the one cost that is easiest to control. Congress created the ex- 
panded subsidies in the Medicare Modernization Act. Congress can vote to eliminate 
them. 

The National Committee believes that Medicare should equalize payments be- 
tween the traditional program and private plans. We support the Medicare Payment 
Advisory Commission’s (MedPAC) recommendation of financial neutrality between 
payments in the traditional fee-for-service program and payments to private plans. 
Equalized payments would level the playing field and remove private plans’ unfair 
advantage in attracting beneficiaries. 

Continuing to overpay private insurance companies to provide services that could 
be more affordably and efficiently provided by the traditional Medicare program is 
unconscionable. According to the Congressional Budget Office (CBO), leveling the 
playing field could save taxpayers $149 billion over the next ten years. Congress 
should remove these unwarranted subsidies and use a portion of the savings to im- 
prove benefits for low-income Medicare beneficiaries. 

I cannot overstate the damage these Medicare Advantage overpayments will cause 
to the traditional Medicare program if they are not eliminated. Medicare Advantage 
plans tend to attract healthier seniors because of their benefit structures. As more 
of these seniors are lured out of traditional Medicare, overpayments to the private 
plans will continue to grow dramatically. That will result in even higher costs for 
taxpayers, and increasing premiums paid by those remaining in the traditional pro- 
gram. Over time, this cycle of higher payments and growing costs will simply be- 
come unaffordable — for both taxpayers and beneficiaries. 

Ultimately, this cycle will shatter the risk pool that makes Medicare work. In- 
creasing numbers of healthier seniors will abandon traditional Medicare for the pri- 
vate sector, leaving the frailest and most vulnerable to pay the price not only for 
their own care, but also for the growing subsidies to the private plans. Over time. 
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political support for the program will shift. Today’s social insurance concept of 
shared risk will be replaced by the ownership society’s concept of individual risk. 
And hand-in-hand with individual risk will come an individualized payment system 
such as vouchers. 

Vouchers save money for healthy beneficiaries and shift the burden of health care 
to the frailest and sickest among us. They shift risk from shared pools to individ- 
uals. And they provide no containment for health care costs. Eventually we will find 
ourselves in a world much like that before Medicare was created, and health care 
will be unaffordable for the average senior. At a time when our nation is struggling 
with how to create affordable, universal health care coverage for our workers and 
their families, it is simply incomprehensible to me why we would destroy the one 
affordable, universal health care system that already exists in Medicare. 

You will hear arguments that the Medicare Advantage overpayments are nec- 
essary to provide improved health care services to groups such as beneficiaries with 
multiple, chronic conditions, minorities, those living in rural areas or the poor. Of 
course, we don’t really know whether Medicare Advantage plans actually provide 
any significant benefits to these groups because of the lack of reporting and claims 
of proprietary information. What we do know is that the numbers the insurance in- 
dustry is using about the impact of Medicare Advantage plans on these vulnerable 
groups are misleading. We also know that private industry is insisting on being 
overpaid to provide these services — clear proof that this is not the most efficient way 
to deliver benefits. 

If Congress believes higher pajmients are needed to improve the health of bene- 
ficiaries in these groups, it would be much simpler and less expensive to increase 
resources targeted to the groups directly, by expanding low-income programs. In- 
stead of giving private plans extra money and simply hoping some if it finds its way 
to these vulnerable populations. Congress should improve the Medicare Savings Pro- 
grams or the low-income prescription drug subsidy. 

Mr. Chairman, the vast majority of Medicare beneficiaries remain in the tradi- 
tional program. You may not hear their voices as loudly as you do the insurance 
industry’s but believe me when I tell you they will be seriously hurt if Congress does 
not eliminate Medicare Advantage subsidies immediately. The decisions you make 
this year will impact the Medicare program for decades to come. 

BACKGROUND 

Overpayments to private plans increase Part B premiums for all Medicare bene- 
ficiaries. The Medicare program finances overpayments to private plans with money 
collected by general revenues and beneficiary premiums. MedPAC has estimated 
that every Medicare beneficiary pays $24 a year in higher Part B premiums just 
to fund excess payments to private plans. In other words, the majority of Medicare 
beneficiaries — the 81 percent of beneficiaries choosing to remain in traditional Medi- 
care — are pa3dng to subsidize the private plans that provide benefits to the remain- 
ing 19 percent of beneficiaries. Because subsidies are projected to continue rising, 
all Medicare beneficiaries can expect to pay dramatically higher premiums in the 
future, and can expect increasing portions of those premiums to be diverted to pri- 
vate plan subsidies. 

Eliminating overpayments would save billions of dollars and improve Medicare’s 
financial outlook. The Congressional Budget Office (CBO) projects that Medicare 
will pay $75 billion to private plans in 2007 and $1.31 trillion to private plans over 
the next ten years. Federal spending on Medicare Advantage plans will continue to 
grow as more beneficiaries are lured out of traditional Medicare as a result of the 
excessive payments made to private plans. According to CBO, paying private plans 
at the same rate as traditional Medicare would save $54 billion over the next five 
years and $149 billion over the next ten years. Not only would eliminating these 
large overpajmients save billions of dollars, it would also add two years of solvency 
to Medicare’s hospital insurance trust fund. 

Overpayments are used to improve insurance industry profits and are not com- 
pletely passed along to beneficiaries. When Congress approved the system which 
overpays private plans, policymakers intended that the excess payments be returned 
to beneficiaries in the form of additional benefits or reduced cost-sharing. It is not 
at all clear to what extent this is occurring. Private plans are subject to few public 
reporting requirements, so it has been extremely difficult to determine what per- 
centage of the overpayments has inflated the profit margins of the private insurance 
companies offering the plans, or has been used for marketing, rather than being re- 
turned to beneficiaries. In the case of Private Fee-For-Service plans, MedPAC found 
that only about half of the excess payment is used to deliver extra benefits for en- 
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rollees. The remainder of the pa 3 mient is used to finance the administrative costs, 
marketing, and profits of private plans. 

Overpayments are driving unscrupulous agents and private plans to use aggres- 
sive sales tactics and misrepresentations to sell their products to beneficiaries. A re- 
cent survey of state insurance departments found that 39 of 43 states had received 
complaints about misrepresentations and inappropriate marketing practices of 
Medicare Advantage plans. In most cases, these practices led to Medicare bene- 
ficiaries enrolling in a private plan without adequate understanding of the plan or 
their ability to stay in traditional Medicare. The inflated payments to private plans 
allow them to offer exceedingly large commissions to agents who enroll beneficiaries 
into Medicare Advantage plans, regardless of whether the plan meets their needs. 
To receive their commissions, some insurance agents have engaged in fraudulent ac- 
tivities including: forging signatures on enrollment documents; mass enrollments 
and door-to-door sales at senior centers, nursing homes, or assisted living facilities; 
and enrolling beneficiaries with dementia into inappropriate plans. Removing over- 
payments, increasing oversight and regulation, and limiting large commissions 
would help to prevent beneficiaries from falling victim to unethical and illegal sales 
tactics. 

Eliminating overpayments would not adversely affect low-income and minority 
beneficiaries. Contrary to insurance industry claims, private plans do not attract a 
disproportionate number of low-income and minority beneficiaries. A recent analysis 
by the Center on Budget and Policy Priorities found that these Medicare bene- 
ficiaries are far more likely to receive supplemental coverage through Medicaid than 
to be enrolled in Medicare Advantage. The Center found that nearly half (48 per- 
cent) of all Medicare beneficiaries with incomes under $10,000 receive Medicaid, 
compared to only 10 percent who are enrolled in private plans. Similarly, they found 
that most Asian American Medicare beneficiaries (58 percent), and a plurality of Af- 
rican American (30 percent) and Hispanic beneficiaries (34 percent) receive Med- 
icaid, compared to the 14 percent of Asian Americans, 13 percent of African Ameri- 
cans, and 25 percent of Hispanics enrolled in private plans. If Congress believes 
higher payments are needed to improve the health of beneficiaries in these groups, 
it would be much simpler and less expensive to increase federal resources targeted 
to these groups directly by expanding low-income programs. Instead of giving pri- 
vate plans extra money and simply hoping some of the funds find their way to these 
vulnerable populations. Congress could improve the Medicare Savings Programs or 
the low-income prescription drug subsidy. 

Eliminating overpayments would not adversely affect beneficiaries living in rural 
areas or inner cities. Proponents of private plans have argued that beneficiaries liv- 
ing in areas that are difficult or expensive to serve need an expanded and overpaid 
Medicare Advantage program to continue receiving services. In fact, in many rural 
and low-income inner cities exactly the opposite is true: the expansion of bloated 
private plans accelerates the deterioration of traditional fee-for-service providers, 
and undermines the ability of hospitals and other providers to continue operating. 
Medicare payments to hospitals, doctors and other providers who care for bene- 
ficiaries in traditional Medicare today are partly based on geographic differences in 
the cost of providing health care, if Congress believes even higher payments are 
necessary to ensure beneficiaries in some parts of the country receive adequate serv- 
ices, it would be much more efficient to modify Medicare’s geographic cost adjust- 
ment or provide additional payments to areas where Medicare providers are particu- 
larly scarce or have costlier expenses. This way plans in counties with greater need 
could receive higher pa 3 ments without harming the traditional Medicare system in 
those areas or the beneficiaries who chose to remain in it. 

Despite receiving inflated payments. Medicare Advantage plans can provide infe- 
rior health coverage compared to traditional Medicare. Private plans do not nec- 
essarily provide benefits that are fully equivalent to traditional Medicare. They are 
required to cover ever 3 dhing that Medicare covers, but they do not have to cover 
every benefit in the same way. For example, private plans may create financial bar- 
riers to care by imposing higher cost-sharing requirements for benefits such as home 
health services, hospitalization, skilled nursing facilities, inpatient mental health 
services, and durable medical equipment that protect the sickest and most vulner- 
able beneficiaries. In many cases, beneficiaries are lured into the private plans 
based on improved coverage of relatively inexpensive services such as expanded den- 
tal or vision care, only to discover after it is too late that their plans shift signifi- 
cantly more of the higher costs of major illnesses onto their shoulders. Preventing 
private plans from imposing greater cost-sharing requirements than traditional 
Medicare would better protect beneficiaries from high out-of-pocket costs. 

Failure to rein in overpayments to private plans will lead to the privatization of 
Medicare. Continuing to dole out excessive and unwarranted payments to private 
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plans will undermine traditional Medicare. Private plans use these overpayments to 
offer additional benefits like gym memberships that attract healthier enrollees. 
They can also discourage sicker beneficiaries from joining their plan by charging 
higher cost-sharing for hospitalization and home health benefits. Eventually, Medi- 
care’s risk pool will be shattered as those with greater health care needs remain 
in the traditional program, paying increased taxes and higher Part B premiums to 
subsidize overpayments to private plans. Eliminating overpayments would allow 
traditional Medicare to provide efficient and affordable health coverage to all bene- 
ficiaries for generations to come. 

NATIONAL COMMITTEE POSITION 

Medicare should equalize payments between the traditional program and private 
plans. The nonpartisan Medicare Payment Advisory Commission (MedPAC) has rec- 
ommended that Medicare pay the same amount regardless of whether a beneficiary 
enrolls in traditional Medicare or Medicare Advantage. Instead of being paid up to 
50 percent more than traditional Medicare, private plans should be paid at a rate 
equal to the costs of traditional Medicare in every part of country. Equalized pay- 
ments would level the playing field and remove private plan’s unfair advantage in 
attracting beneficiaries. 

Savings from eliminating overpayments should be used to help low-income Medi- 
care beneficiaries. The most cost-effective and efficient way to help low-income and 
minority beneficiaries is to use a portion of the savings collected from eliminating 
Medicare Advantage overpayments to strengthen the Medicare Savings Programs 
and improve Medicare Part D’s Low-Income Subsidy program. 

Private plans should be prohibited from charging higher out-of-pocket costs for 
benefits than traditional Medicare. It is particularly egregious for private plans to 
receive excess payments while providing lesser coverage. To better protect Medicare 
Advantage beneficiaries from high out-of-pocket costs, policymakers should prevent 
private plans from imposing higher cost-sharing requirements than traditional 
Medicare. 

Traditional Medicare is an option that must be preserved. The vast majority (81 
percent) of Medicare beneficiaries choose to remain in the traditional program. The 
special treatment of Medicare Advantage plans allows them to receive higher pay- 
ments than traditional Medicare and allows them to impose higher cost-sharing on 
beneficiaries. This treatment is particularly unwarranted because there is no avail- 
able data to suggest that private health plans deliver any better health outcomes 
than traditional Medicare. If Medicare continues to fund large overpayments to pri- 
vate plans, the program will face growing fiscal pressure to cut benefits or increase 
beneficiary cost-sharing. 

Thank you for inviting me to testify today, Mr. Chairman. I look forward to work- 
ing with you and the other members of this Committee to reverse the privatization 
of Medicare that has been imposed through the Medicare Modernization Act. Elimi- 
nating overpayments to Medicare Advantage Plans is the first important step to- 
ward achieving that goal. 

Chairman Spratt. Thank you very much for your excellent state- 
ment. 

Dr. Neuman. 

STATEMENT OF PATRICIA NEUMAN, SC.D. 

Ms. Neuman. Thank you, Chairman Spratt, Mr. Ryan, and dis- 
tinguished members of the committee. It is an honor to be here to 
talk about the Medicare Advantage program. I am Patricia 
Neuman. I am a Vice President of the Kaiser Family Foundation. 

The proliferation of private health plans under Medicare is fun- 
damentally changing the coverage landscape for the 44 million peo- 
ple on Medicare. 

If I could have slide 1. Enrollment in Medicare Advantage plans 
is at an all-time high and is projected to rise rapidly, as you have 
heard already this morning. 

Slide 2. Enrollment today is highly concentrated among a small 
number of organizations. UnitedHealth leads other firms, covering 
1 in 6 Medicare Advantage enrollees nationwide. Together, 



91 


UnitedHealth, the Blue Cross/Blue Shield affiliates, Humana, and 
Kaiser Permanente account for more than half of the total enroll- 
ment today. 

Medicare Advantage has emerged as a front burner issue for 
many reasons, not the least of which is that MedPAC, the Congres- 
sional Budget Office, and the HHS Office of the Actuary report that 
the shift in beneficiaries from traditional Medicare to Medicare Ad- 
vantage plans has the effect of increasing Medicare spending. 

Recent discussions have focused on whether Medicare Advantage 
plans serve a disproportionate share of people who are among the 
most vulnerable on Medicare, focusing on income, race and eth- 
nicity, and rural locations. 

Our analysis of the most recent data available from the Center 
for Medicare and Medicaid Services finds first, if I could have slide 
5, Medicare Advantage enrollees are neither disproportionately 
low-income nor high-income. Roughly the same share of bene- 
ficiaries in traditional Medicare and in Medicare Advantage plans, 
about half, live on incomes below $20,000. This is not surprising. 
The Medicare Advantage program was not designed as a program 
for people with low incomes. 

For these beneficiaries — and if I could have slide 6 — Medicaid 
has been and continues to be the primary source of supplemental 
assistance. So the extra benefits that you have heard about today, 
this morning, do not just go to those with modest incomes. They 
are distributed to people with low incomes and higher incomes who 
are in Medicare Advantage plans. 

Second, slide 7, enrollment rates are actually similar for white 
and African American people on Medicare. Thirteen percent of 
white and 15 percent of black beneficiaries were enrolled in the 
Medicare Advantage plan, again using the most recent data we 
have available, which is 2005. Rates are higher among Hispanic 
beneficiaries at 25 percent, and that is because they tend to live 
in areas of the country, like Florida and California, with a rel- 
atively high concentration of Medicare Advantage plans. Clearly, as 
you can see, the majority of all beneficiaries, regardless of race or 
ethnicity, are in traditional Medicare. 

Third, just 7 percent of all beneficiaries living in rural areas are 
now on a Medicare Advantage plan although access to Medicare 
Advantage plans has clearly increased in rural areas over the past 
few years. 

Fourth, slide 9, Medicare Advantage enrollees tend to be 
healthier than their counterparts in traditional Medicare, and you 
can see this is true across a number of measures — looking at self- 
assessed health status, looking at the rates of people who are 
under 65 with permanent disabilities in Medicare Advantage plans 
and the percent living in institutions. 

Now, while Medicare Advantage enrollees are generally healthier 
than those in traditional Medicare, 24 percent do say their health 
status is fair or poor, and a concern for this group is likely to be 
the adequacy of their plan’s coverage and the out-of-pocket costs 
associated with their medical care. Out-of-pocket costs depend on 
many factors, including an individual’s medical needs and the par- 
ticular plan they choose. On the one hand, as you have heard this 
morning. Medicare Advantage plans often waive deductibles. They 
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reduce cost-sharing requirements. They offer additional benefits 
and sometimes include a valuable stop-loss limit on catastrophic 
spending. On the other hand, some Medicare Advantage plans im- 
pose daily hospital copays, daily copays for home health visits and 
daily copayments for the first several days in a skilled nursing fa- 
cility, unlike traditional Medicare. Of course, extra benefits help to 
reduce out-of-pocket costs for many beneficiaries in Medicare Ad- 
vantage plans. Yet, even with these extra benefits, some enrollees 
could end up paying more in a Medicare Advantage plan than they 
would pay under traditional Medicare, and that probably sounds a 
little counterintuitive to you. 

If you would look at slide 10, my written testimony illustrates 
how a hypothetical senior using inpatient and post-acute care could 
end up with higher out-of-pocket costs under a Medicare Advantage 
plan than under traditional Medicare. 

In Oakland, for example, our illustrative senior could spend be- 
tween about $2,500 and $5,200 under an Advantage plan and 
about $3,000 in traditional Medicare. She would definitely spend 
less in five of the Medicare Advantage plans than under traditional 
Medicare but more, and in some cases substantially more, under 
the majority of Medicare plans in her areas. 

For seniors living on fixed incomes, the difference between the 
highest and the lowest plans, $2,700 in this example, is not trivial. 
In the current system, it is clearly up to the individual beneficiary, 
the senior, to choose which plan is going to end up saving them the 
most money, and given the number of plans that are in their area 
and the wide variety of benefits, that can sometimes be a tall 
order. 

The current payment system translates into extra benefits for up 
to 1 in 5 beneficiaries in Medicare Advantage, and some of these 
benefits, as we have noted, are highly valued, but the allocation of 
resources raises questions about whether Medicare is distributing 
benefits equitably across the entire population, including the 4 out 
of 5 beneficiaries who are in traditional Medicare. 

A second equity issue relates to financing. The current payment 
system results in higher part B premiums paid by beneficiaries to 
help fund higher payments to Medicare Advantage plans. This is 
according to the HHS Office of the Actuary. As a result, the major- 
ity of beneficiaries who are in traditional Medicare are asked to 
pay higher monthly premiums to help support this system for 
Medicare Advantage plans, but of course they do not receive the 
extra benefits that are provided to the enrollees of Advantage 
plans. 

A third issue concerns future generations. Again, according to 
the Office of the Actuary, the current payment system cuts short 
by 2 years the life of the part A trust fund, potentially affecting 
coverage for future generations of beneficiaries who are looking for- 
ward to having Medicare and its benefits when they retire. 

In summary, Mr. Chairman, Medicare Advantage plans do play 
an important role as an alternative to traditional Medicare. How- 
ever, the on-budget costs associated with the current payment poli- 
cies coupled with rapid enrollment growth in relatively high-pay- 
ment areas underscore a number of important policy consider- 
ations. Clearly, critical questions relate to whether the positive at- 
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tributes of the Medicare Advantage program are balanced by the 
higher costs associated with the current payment system and 
whether the current payment system is affordable for beneficiaries 
and taxpayers in light of the long-term fiscal challenges facing 
Medicare and in light of competing national priorities. 

Thank you very much, and I look forward to your questions. 

[The prepared statement of Patricia Neuman follows:] 
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Actual and Projected Medicare Advantage 
Enrollment, 1997-2016 
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Medicare Advantage Enrollment, June 2007 
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Exhibit 5 

About half of all beneficiaries in traditional Medicare and in 
Medicare Advantage plans live on incomes below $20,000 


Income: 


34»/o 

>$30,000 


19°/o 

$20,000 - $30,000 

279/0 


$10,000 - $20,000 



<$10,000 



Traditional Medicare 

Medicare Advantage 


NOTES: Numbers do not add to 100% due to rounding. Data exclude 3.6 mlllon beneficiaries due to misshg Income data. 
SOURCE: Kaiser Family Foundation analyst of the 2005 Medicare Current Benefic^y Survey (MCBS). 
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Exhibit 7 

Medicare Advantage enrollment rates are similar for White 
and African American beneficiaries; enrollment rates are 
higher among Hispanic beneficiaries 



VMiite African Hispanic Asian/Other 

American Race 


NOTES: Numbers do not d<kl to 100% due to routxflng. 

SOURCE: Kaiser Familir Fourxlatbn analysis of the 2005 Medicae Current Beneficiary Survey (MCBS). 
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Exhibit 9 

Medicare Advantage enrollees are generally in better health 
than beneficiaries in traditional Medicare 
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Exhfcitll 

Comparison of Out-of-Pocket Costs for Hypothetical Elderly 
Woman in Traditional Medicare and Medicare Advantage Plans 

(Case Example, zip code 32425, Pensacola, FL) 



NOTE; tskjmbefs correspond to the av allele Medicare Advantage plans on the Medicare Compare Pbn Finder. 
SOURCE: Kaiser Family Founctation analysisof vv - av r i. -.!,, Medicare Compare Plan FIrxIer, 
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Exht>itl2 

More than two-thirds of Medicare Advantage Prescription Drug 
Plan enrollees were in plans without gap coverage in 2006 



Some Gap 
Coverage 

(28o/o) 


NOTES: Numbers do net add to 100% due to rounding. 

SOURCE Cubanski.Julietteand Patneia Neuman. ‘Status ReportonMedicaie Part DEnrollmeitin2006 Analysis of Plan-speciric 
Market Share and Coverage," Heaf/t Affairs. 2006 
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Chairman Spratt. Thank you, and thank you in particular for 
the points you have made. 

Dr. Wah. 
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STATEMENT OF ROBERT M. WAH, M.D. 

Dr. Wah. Thank you, Chairman Spratt, Mr. Ryan, and members 
of the committee. Thank you for inviting the AMA to speak with 
you regarding the impact of the Medicare Advantage program on 
Medicare’s financial viability and the delivery of quality care for 
Medicare patients. I am Robert Wah. I am a practicing physician 
and a member of the Board of Trustees of the American Medical 
Association. 

The AMA supports competition in the Medicare program. Real 
competition would increase patient choice and Medicare’s financial 
sustainability. Seniors should be able to choose from Medicare op- 
tions based on their health care needs and with accurate informa- 
tion on each option. The AMA staunchly supports fiscal neutrality 
between Medicare Advantage plans and regular Medicare. 

Currently, there is not fiscal neutrality between them because 
the government provides Medicare Advantage plans, as we heard 
this morning, with an average 12 percent subsidy per enrollee. In- 
stead of making Medicare more sustainable as the baby boom gen- 
eration reaches the age of Medicare eligibility, this subsidy will 
have the opposite effect. The Medicare actuary has stated — and we 
have heard it again this morning — that the Medicare Advantage 
subsidies will shorten the solvency of the hospital insurance trust 
fund. However, adopting fiscal neutrality between Medicare Advan- 
tage and regular Medicare would extend that insolvency date by 
about 2 years. 

The Medicare Advantage add-ons averages almost $1,000 per 
Medicare Advantage enrollee, and the CBO reports this amount is 
only expected to climb. So Medicare Advantage costs taxpayers 
more. In addition, all seniors, not just those in Medicare Advan- 
tage, are paying about $2 a month in higher premiums to help fund 
these subsidies. 

There are real trade-offs involved in public policy choices that 
face Congress today. The government here is providing billions of 
dollars in subsidies to Medicare Advantage plans that only serve 
1 in 5 beneficiaries. At the same time, physicians in the regular 
Medicare plan, which serves 80 percent of seniors and disabled 
beneficiaries, are facing a 10 percent cut. There are also questions 
about the access to health care provided by Medicare Advantage. 
Patients and physicians are being shortchanged by a significant 
number of Medicare Advantage plans that are luring their enroll- 
ees in with false promises, then skimping on coverage and pay- 
ments and using the subsidies primarily to increase profits. 

The picture painted by responses of an AMA survey of our physi- 
cians who have treated Medicare Advantage patients is startling. 
An overwhelming number of physicians — 8 out of 10 — reported that 
their patients have difficulty understanding how Medicare Advan- 
tage plans work. As for the physicians who deal with multiple 
health plans every day, 6 out of 10 of those physicians reported 
that they also have a hard time understanding how Medicare Ad- 
vantage plans work. Clear information on the plans is scarce and 
often inaccessible to both patients and their physicians. About half 
of the physicians reported that Medicare Advantage plans have de- 
nied services that are typically covered by regular Medicare, and 
half also indicated that they have received payments from Medi- 
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care Advantage plans that were lower than regular Medicare. 
These survey results corroborate reports by the Medicare Rights 
Center, the State insurance commissioners and others. 

Furthermore, all Medicare Advantage beneficiaries — minority, 
low-income and rural beneficiaries — face the same problems. For 
example, the National Rural Health Association reported that 
Medicare Advantage private fee-for-service plans often pay rural 
health clinics at a rate far below regular Medicare rates and, quote, 
“have the potential to destabilize the existing rural safety net.” So 
the government is paying more for Medicare Advantage plans, but 
there is mounting evidence that these subsidies in many cases are 
not buying better health care coverage for our patients and for your 
constituents. 

Until Medicare Advantage is placed on equal footing with regular 
Medicare, the market distortions will continue to encourage ineffi- 
cient behavior by Medicare Advantage plans. Patients and physi- 
cians will face additional financial risks. The delivery of health 
care will be compromised, and taxpayers will pay more and get 
less. Clearly, these Medicare Advantage subsidies do not advantage 
patients or physicians. 

The AMA looks forward to working with the committee to 
achieve our shared goals of strengthening the Medicare program 
and providing quality care to patients. 

Thank you for the opportunity to be here today. 

Chairman Spratt. Thank you for coming and testifying. 

Now, Ms. Schmitt, we left you a little piece of the table back 
there. Can you pull the microphone up? That is good. Thank you 
for coming. We look forward to your testimony. 

STATEMENT OF CATHERINE SCHMITT 

Ms. Schmitt. Thank you, Mr. Chairman, Representative Ryan, 
and members of the committee. My name is Catherine Schmitt, 
and I am Vice President of Federal Programs at Blue Cross and 
Blue Shield of Michigan. I appreciate the opportunity to testify on 
the Medicare Advantage program. 

Blue Cross/Blue Shield of Michigan is a nonprofit health plan 
that serves nearly 5 million members, of which 440,000 are Medi- 
care beneficiaries. We offer government contracted MA, private fee- 
for-service, part D, and supplemental products in every county in 
Michigan. My testimony today focuses on the importance of the pri- 
vate fee-for-service option in meeting the needs of employer and 
union retirees. 

We believe that it is critical to preserve the viability of the pri- 
vate fee-for-service option because it is the only Medicare Advan- 
tage product available today for bringing uniform integrated health 
benefits to the retirees of major employers and unions nationwide. 
This option allows employers to provide nationwide retiree health 
care plans that are identical to the benefit programs they offer for 
their other group members, incorporating the same care manage- 
ment features through a single plan. There are three key reasons 
why it is important to preserve this product. 

First, care coordination. There is a common misperception that 
these plans cannot provide any advantages with regard to improv- 
ing member health. In fact, this is one of the key reasons why em- 
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ployers are interested in this product. Our plans offer care coordi- 
nation and management for diseases that commonly afflict the el- 
derly through an integrated benefit package. For example, we pro- 
vide access to 24x7 nurse consultants, personal health care coaches 
for chronic conditions, as well as complex case management pro- 
grams. 

The second key reason is that these products provide access in 
rural areas. For the first time, all Medicare beneficiaries have ac- 
cess to private Medicare plans. 

Third, private fee-for-service plans offer members enhanced bene- 
fits. In addition to filling gaps in traditional Medicare, with these 
benefits customized, care management plans can be developed for 
the most complex cases. The comprehensive benefits offered by MA 
plans are very important to lower income individuals who make too 
much to qualify for Medicaid but who cannot afford Medigap. 

I would also like to address some of the criticisms of private fee- 
for-service plans, starting with the most discerning, unscrupulous 
and even fraudulent sales tactics. I can only imagine the trauma 
to victimized beneficiaries. We commend CMS for taking decisive 
actions to strengthening the enforcement of marketing standards to 
address these problems. We have a zero tolerance policy for agents 
who do not follow the rules, but please note that these sales prob- 
lems are not an issue with employer and union accounts. 

Some have questioned the care management exemption private 
fee-for-service plans have from requirements that do apply to 
HMOs and to PPOs. We believe that private fee-for-service plans 
should be required to report quality data to enable Medicare bene- 
ficiaries to make informed health plan choices. Plans should be re- 
quired to establish chronic care improvement programs with par- 
ticipation voluntary by members. 

Others have indicated a lack of provider acceptance and satisfac- 
tion as an issue. Our experience has been that, through education 
on both the provider fee-for-service option and how, in fact, one I.D. 
card and a single check from one payor benefits the provider, there 
has been generally very widespread acceptance. These are also ad- 
vantages to the beneficiaries. 

Another concern identified by MedPAC is that the average pay- 
ments for private fee-for-service plans are 19 percent more than 
traditional Medicare compared to 12 percent more for all MA plans. 
Our actuaries have found that payments for our employer and 
union products are not higher than the average. For groups, all re- 
tirees, regardless of the county-specific reimbursement, are en- 
rolled. Many of the members are in urban areas, but the very rea- 
son that the program works for employers is that retirees in rural 
areas also have access to care. I urge you to reject further cuts in 
funding for this program. 

Congress improved payments under the Medicare Modernization 
Act to ensure broader access in rural areas and to stabilize the pro- 
gram. Achievement of these goals will pave the way for following 
the industry movement towards more integration and coordination 
of care in order to improve quality and member health outcomes. 
Yet, every time the Federal Government makes a significant in- 
vestment in these programs in a meaningful way, the funding is 
threatened, and the momentum is lost. 
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I can assure you that members whose care we are coordinating 
would have been far less likely to participate with an unknown 
care management vendor than with the local Blue plan that has 
been their health carrier their entire lives. They know the Blues 
when they call. 

The $6.5 billion in cuts already enacted under the Deficit Reduc- 
tion Act has resulted in MA rates that are rising significantly 
below the growth in medical costs. If Congress cuts MA funding, 
the private fee-for-service product is unlikely to remain a sustain- 
able product in many areas. The result may well be that most, if 
not all, of the 1.3 million enrollees in this product will have a dis- 
ruption in care, lose access to the enhanced benefit, and lose the 
opportunity for care coordination. 

What would the loss of the private fee-for-service mean for bene- 
ficiaries? It will mean that beneficiaries who do not qualify for 
Medicaid and who cannot afford a Medigap policy will be left with- 
out supplemental coverage. It will mean that employers and unions 
will be forced to make hard choices about reducing benefits, and it 
will mean that beneficiaries lose confidence in Congress, CMS and 
their health plans to ensure continuity of care and to help them 
maintain predictable coverage and premiums. 

Thank you for considering my perspective on the MA program 
and the private fee-for-service option. 

[The prepared statement of Catherine Schmitt follows:] 

Prepared Statement of Catherine Schmitt, Vice President, Federal 
Programs, Blue Cross Blue Shield of Michigan 

I. INTRODUCTION 

Mr. Chairman, Representative Ryan, and members of the committee, my name is 
Catherine Schmitt and I am Vice President of Federal Programs at Blue Cross and 
Blue Shield of Michigan. I appreciate this opportunity to testify on the Medicare Ad- 
vantage program. 

Blue Cross and Blue Shield of Michigan (BCBSM) is a non-profit health plan that 
serves nearly five million members, of which 440,000 are enrolled in government 
contracted Medicare or supplemental programs. Nearly 70 years ago. Blue Cross 
Blue Shield of Michigan started with a purpose to provide people with the security 
of knowing they have health care when they need it. Today, we’re accomplishing 
that mission in many ways, including offering access to health care coverage for ev- 
eryone, regardless of circumstances, as the insurer of last resort. 

Blue Cross Blue Shield of Michigan is committed to offering Medicare products 
that meet the needs of the individual members, employers and unions that we serve. 
We offer a range of plans to Medicare beneficiaries in every county of the State of 
Michigan, including Medicare Advantage (MA) Private Fee-For-Service (PFFS) 
plans. Medicare Part D coverage, and supplemental coverage. The BCBSM enter- 
prise also offers a MA HMO product in counties where an adequate network could 
be developed. Our Medicare Advantage plans play an important role in providing 
comprehensive, coordinated benefits for seniors and disabled members who might 
not otherwise have affordable options for supplemental benefits. 

In my testimony today, I will provide an overview of the importance of Medicare 
Advantage with a primary focus on the role of the PFFS plan in meeting the needs 
of Medicare eligible beneficiaries who are retirees of employers and unions. We be- 
lieve that it is critical to preserve the PFFS option because it is the only product 
available today for bringing integrated health benefits to the retirees of employers 
and unions nationwide under Medicare Advantage. 

II. why DID BCBSM OFFER A PRIVATE FEE-FOR-SERVICE PLAN? 

BCBSM has traditionally served the Medicare population through Medicare sup- 
plemental plans, or Medigap. However, with the passage of the Medicare Mod- 
ernization Act (MMA), which addressed inadequate payment levels in Michigan that 
had made Medicare+Choice plans unsustainable, we saw an opportunity to make 
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comprehensive coverage through Medicare Advantage and Part D plans available to 
our customers. 

We chose the private fee-for-service plan for a number of reasons. In the indi- 
vidual market, we needed a less costly alternative to Medigap, which had become 
too expensive for many of our customers. Even with a dedicated contracting team, 
network health plans take years to develop as health care providers will not con- 
tract initially for the Medicare allowable amounts. They want higher payments and 
re-contracting would have taken considerable lead time. So, we found ourselves with 
Medicare members who have been with Blue Cross and Blue Shield their whole life 
and we wanted to continue to serve them if they were interested in Medicare Ad- 
vantage. 

At the same time, employers were asking for alternatives to their current ar- 
rangements which supplement Medicare but do not coordinate care or focus on 
health improvement. Our employer and union customers needed a solution for serv- 
ing retirees all over the country and using a state-wide PPO would leave no choices 
for the group with retirees residing in different parts of the country like Arizona, 
California, Florida and New Mexico. Due to a combination of regulations that pre- 
vent PPOs and HMOs from offering coverage to retirees outside of their state and 
the lack of nationwide acceptance by providers to participate in networks for Medi- 
care Advantage products, PEES is the only option available for serving these mem- 
bers. 

Medicare Advantage private fee-for-service plans allow our employers to provide 
retiree health care plans identical to the benefit programs they offer active and non- 
Medicare eligible retirees nationwide incorporating the same care management fea- 
tures such as care coordination and disease management programs through a single 
Plan, eliminating the need to stitch together multiple HMOs or PPOs that would 
cover only a portion of their retirees nationwide. 

I would like to share with you an example of our largest group account enrolled 
in PEES and explain why this coverage is so valuable to them. The Michigan Public 
School Employees Retirement System (MPSERS) implemented a Medicare Part D 
Prescription Drug Plan in 2006 and a Medicare Advantage private fee-for-service 
plan in 2007 in order to lower health care costs and improve health care manage- 
ment and outcomes for their Medicare eligible retirees. 

There are more than 115,000 MPSERS members in the Medicare Advantage pri- 
vate fee-for-service plan. Many include lower-income retired clerical staff, bus driv- 
ers, janitors and cafeteria workers. Medicare Advantage provided MPSERS with an 
opportunity to reduce the System’s cost and integrate coordinated medical and drug 
management programs. This option also allows them to manage health care costs 
without reducing school programs for the students. 

III. THE IMPORTANCE OF MAINTAINING MEDICARE ADVANTAGE 

I would like to stress three reasons why it is important for Congress to maintain 
funding for the Medicare Advantage program and preserve the private fee-for-serv- 
ice product: enhanced benefits and cost savings for beneficiaries, opportunities for 
care coordination, and providing access in rural areas. 

ENHANCED BENEFITS AND COST SAVINGS FOR BENEFICIARIES 

Medicare Advantage plans provide beneficiaries with substantial protection from 
the high cost-sharing in traditional Medicare plus additional benefits not offered 
under Medicare. According to CMS, Medicare beneficiaries receive an average addi- 
tional value of $86 per month — or $1,032 per year — from enrolling in an MA Plan. 
The majority of that value comes from reduced out-of pocket costs because plans 
generally fill deductibles and co-payments in original Medicare and provide protec- 
tion against catastrophic costs. 

Our PEES plans offer members benefits that are more generous than Medicare 
alone, especially in the group market. We estimate that the value of benefits offered 
among our plans is 21-33 percent more generous than original Medicare. This is be- 
cause our employer and union accounts generally want to offer their retirees the 
same benefits they provide to their active workers and are willing to subsidize the 
group product. We also offer individual products with an actuarial value of up to 
27 percent more than traditional Medicare. 

Our lowest cost plan (with premiums of $0-$61 per month depending on one’s 
area) offers a number of additional benefits not available in traditional Medicare. 
This plan has an annual out-of-pocket limit of $5,000 that offers the peace of mind 
that an unexpected illness won’t result in bankruptcy. This is a benefit that is not 
available in traditional Medicare as FES cost sharing on one significant hospital or 
skilled nursing admission can easily exceed $5000. Our plan has a $20 copay for 
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doctor visits instead of the 20% coinsurance in FFS Medicare. In order to foster good 
preventive care, our plan has no cost sharing for services such as bone mass meas- 
urement, mammograms, prostate and colorectal cancer screenings and immuniza- 
tions. We also provide much more generous benefits for inpatient and outpatient 
mental health care. 

Another advantage is that MA plans have flexibility to offer innovative benefits 
that are not permitted under the Medicare program and that better meet the needs 
and preferences of beneficiaries. For example, we can offer the member the option 
of obtaining care in the setting of their choice following a hospitalization, when tra- 
ditional Medicare might only have provided the payment for care in a skilled nurs- 
ing facility. 

All of our individual plans are comprehensive MA-PD plans and groups can select 
either an MA-PD plan or an MA plan with the Retiree Drug Subsidy. In either case, 
we can provide comprehensive, fully integrated programs. Additionally, members 
like the fact that, as Medicare Advantage members, they can continue to carry a 
single Blue card for their Medicare A and B benefits, supplemental and drug cov- 
erage. 

If Congress cuts MA funding, plans will be forced to increase cost-sharing for 
these services, cut benefits, or increase premiums. This will most affect those sen- 
iors who are living on lower-to-modest incomes who may lack affordable alter- 
natives. The average premium for Medigap Plan C in Michigan is $2,355 annually 
(or nearly $200 a month) and the average premium for Medigap Plan C nationally 
is $1,766 annually (nearly $150 a month). These premiums may be out of the reach 
of many seniors who have purchased Medicare Advantage products. 

CARE COORDINATION 

Medicare Advantage holds promise for meeting one of the biggest challenges fac- 
ing Medicare: coordinating care for those with chronic illnesses. Today, 82% of Medi- 
care beneficiaries have at least one chronic condition, with 65% having multiple 
chronic conditions. However, according to a report by the Institute of Medicine, FFS 
Medicare does little to encourage coordinated, preventive and primary care that 
could produce better outcomes for beneficiaries. 

Medicare Advantage plans can play a critical role in addressing this challenge 
through offering care coordination and management for diseases that commonly af- 
flict the elderly through an integrated benefit package. Employers are turning to 
our PFFS product because they can provide the same care coordination programs 
that are available to their active and non-Medicare eligible retirees. The importance 
of the integrated benefits available under Medicare Advantage plans cannot be un- 
derstated. With a Medicare supplemental plan, inadequate and untimely claim in- 
formation does not allow for meaningful coordination. By the time information is re- 
ceived, it may be too long after a major event to reach out to a member, their family 
or providers. 

Our Medicare Advantage members benefit from a variety of voluntary, patient- 
centered programs designed to improve their health through our 
BlueHealthConnection(r) program. BlueHealthConnection provides a spectrum of 
wellness, disease and symptom management, and case management opportunities 
for PFFS Medicare Advantage beneficiaries to take an active role in improving their 
health. 

For example, we provide access to personal health care coaches to assist members 
in the management of chronic conditions, such as asthma, diabetes, coronary artery 
disease, congestive heart failure, chronic obstructive pulmonary disorder, cancer, be- 
nign uterine conditions, and back pain. The program is focused on building self-reli- 
ance and seeks to inform members by providing a range of information, transferring 
skills, building confidence, and enabling members to take action to improve their 
health. 

We also provide access to a case management program that focuses on members 
with multiple co-morbidities, those who are the most difficult to care for. These ini- 
tiatives provide telephonic and face-to-face assessments, develop collaborative care 
plans with both physicians and members, and use evidence-based guidelines to 
measure success. Through this program, we also provide telemonitoring devices to 
assist health care professionals in the management of complex conditions, such as 
congestive heart failure. 

We believe that programs offered by the plan a member has selected, such as 
BCBSM, and is familiar with, will be far more successful than efforts by other third- 
party companies contracted by CMS where the beneficiary does not know or trust 
the party contacting them about their health care needs. 
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ACCESS FOR RURAL BENEFICIARIES 

Historically, the existence of private plan options in rural America has been vir- 
tually non-existent with the benefits of private plans only available to beneficiaries 
in urban cities. Congress sought to reverse this trend by raising rates in rural areas 
over the past decade. The intent was to increase pa3Tnents so plans could operate 
more viably in rural America so that all Medicare beneficiaries would have access 
to a private plan option. 

Network-based products are difficult to construct in rural areas with sparse popu- 
lations and limited provider availability. In rural areas of the country, where tradi- 
tional Medicare rates are very low, providers often refuse to join a plan’s network 
unless reimbursement from the plan far exceeds what the Medicare rate would be. 
Unless plans can meet the network adequacy requirements of CMS, they will not 
be approved to participate in the MA program. 

Due to the availability of PFFS plans in 2007, for the first time all Medicare bene- 
ficiaries in the country have the choice of a private Medicare plan option: a signifi- 
cant increase from 2004 when one-quarter of beneficiaries did not have that option. 
Between 2005 and 2006, enrollment in PFFS plans by rural beneficiaries accounted 
for 39 percent of total MA enrollment growth. 

If Congress equalizes MA and traditional Medicare payments, this would have a 
disproportionate impact on rural areas by eliminating the increased payments in 
rural areas. Some rural states would have no access to MA options at all if these 
cuts were enacted. 

IV. RESPONDING TO CRITICISMS OF MEDICARE ADVANTAGE PLANS 

A number of criticisms have been raised regarding the Medicare Advantage pro- 
gram over the last few months. I would like to respond to several of the issues you 
may hear today. 

• Comprehensiveness of coverage relative to traditional Medicare. Some have ar- 
gued that MA plans modify benefits in traditional Medicare and create financial 
barriers for high cost beneficiaries. We use the flexibility we have to tailor our plans 
to meet the preferences of our members for predictable cost-sharing, protection from 
catastrophic expenses, and benefits not covered under FFS Medicare. MA plans re- 
turn an additional $6.8 billion dollars in supplemental benefits, according to CMS. 
Those who consume more services will generally benefit more from the financial pro- 
tections in our MA plans. 

A recent analysis published in Health Affairs found that the average out-of-pocket 
cost for all MA plans was $268 (Gold, 2007). Average out-of-pocket costs for mem- 
bers in poor health were estimated at $1,656 for all MA plans. The Blue Cross and 
Blue Shield Association applied the same methodology to spending under traditional 
Medicare with prescription drug plan coverage and found the costs for those in poor 
health was $5,408 — more than three times the estimate for all MA plans in the 
Health Affairs article. 

While it may be theoretically possible to choose selected services for which an in- 
dividual could pay more under an MA plan, this would generally not be the case 
if one looked at the total distribution of claims for an individual over an entire year 
that includes all doctor, hospital and other services. Thus, I would caution against 
looking at outliers and focus instead on the vast majority of beneficiaries who see 
better value under MA. 

• Specific issues with private fee-for-service plans. Over the past couple of 
months, a number of criticisms have been leveled against PFFS plans. Some of 
these concerns involve legitimate issues that industry and regulators are working 
to address to ensure confidence in this product. My message is simple: let’s stop vili- 
fying PFFS plans and instead focus on correcting the legitimate issues and improv- 
ing the program. 

The most troubling concerns leveled against PFFS plans involve instances of un- 
scrupulous and even fraudulent sales tactics involving sales of individual PFFS 
plans. Some of the incidents were appalling and should never have happened. CMS 
has acted decisively to strengthen enforcement of marketing standards to address 
these problems. We continue to strengthen our agent training requirements and 
have a zero tolerance policy for agents that do not follow the rules. Our complaint 
ratio regarding agents is less than 1 for every 2,000 enrollees. It is important to 
note that these sales problems simply are not an issue with employer and union ac- 
counts. Group PFFS products do not involve the use of agents or brokers for indi- 
vidual sales to their members. Employers and unions work with us to ensure that 
retirees understand these products. 

Some have questioned the value of PFFS plans, given the exemptions that they 
have from certain requirements that apply to Medicare HMOs and PPOs. Some of 
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the current PFFS exemptions make sense, given the very different nature of PFFS 
plans as compared to HMO and PPO plans. However, we recommend ending three 
exemptions to inject more accountability and provide increased value to bene- 
ficiaries. We should require PFFS plans to report quality data, establish chronic 
care improvement programs (which would remain voluntary on the part of bene- 
ficiaries), and allow CMS to review PFFS bids. 

Some have also raised questions about provider acceptance of PFFS plans. The 
PFFS product is unique in that it does not require use of a defined network of pro- 
viders like a PPO or HMO. While this enables us to serve retirees in every area 
of the country, it also means that there is no guarantee that a given provider will 
see a patient. Our rate of provider acceptance is ve^ high. We respond to these inci- 
dents by working to educate providers on the benefits of participation, including re- 
ceipt of a single payment from the health plan for all services rather than waiting 
for transfer, processing and payment of the supplemental claim after the Medicare 
claim is paid. We have found that physician offices we contact almost always decide 
to accept our PFFS patients once they understand our products. When a provider 
still refuses to participate, we make every effort to locate an alternative provider 
for the member. 

• Risk selection in MA and the traditional program. Some have suggested that 
MA plans are eroding the risk pool in traditional Medicare by attracting healthier 
seniors through benefit design. While there may have been some evidence of this 
in the early years of this program, the reality today is that health plan enrollees 
have similar health status to the overall Medicare population. MA payments are 
also fully risk adjusted which removes any incentive to enroll healthy beneficiaries. 
Risk adjustment pays plans more for enrolling sicker individuals and less for 
healthy ones, providing an incentive to enroll the sickest beneficiaries and manage 
their care appropriately. Moreover, there is significant growth in MA Special Needs 
Plans that are specifically designed to allow a plan to enroll those who are institu- 
tionalized or have specific chronic conditions. These tend to be the sickest and most 
costly beneficiaries in Medicare. 

• Arguments that MA plans are “overpaid”. One concern leveled at MA plans is 
that their average payments are 12% more than claims costs under traditional 
Medicare (19% more for PFFS plans) according to MedPAC. In reality, comparing 
MA and FFS costs is an apples to oranges comparison that fails to take into account 
the significant differences between the two proOTams. Traditional Medicare pays 
claims for an uncoordinated package of benefits that includes high beneficiary cost- 
sharing. Medicare Advantage plans provide a more comprehensive package of bene- 
fits with care coordination, disease management, quality accountability, and usually 
with integrated drug coverage. 

The question that continues to go unanswered in the current Congressional de- 
bate is what type of Medicare program do we want over the long-term? On an indus- 
try-wide basis, there is a clear movement toward more integration and coordination 
of care in order to improve quality and member health outcomes. Yet every time 
the federal government invests in these programs for Medicare in a meaningful way 
the funding is threatened. 

Congress has already cut MA base funding by $6.6 billion in the Deficit Reduction 
Act (cuts that will be phased in through 2010). This is having an impact on our pay- 
ments in Michigan, which are rising at a rate that is below growth in medical costs, 
which over time will result in increased year-to-year costs or reduced benefits for 
our members. 

This is exactly what happened in the years prior to the MMA, when 
Medicare-FChoice became unsustainable in many counties after years of medical cost 
increases outstripped growth in plan payments. The result was widespread loss of 
coverage for Medicare beneficiaries. Congress should not backtrack on its promise 
of broader access to health plan options for beneficiaries. 

If Congress adopts MedPAC’s recommendations for cutting MA funding, the PFFS 
product is unlikely to be viable in many states. The result may well be that most, 
if not all, of the 1.3 million enrollees in this product will lose access to the enhanced 
benefits and opportunities for care coordination that come with these products. Ac- 
cording to a study by Professors Ken Thorpe and Adam Atherly at Emory Univer- 
sity, adopting MedPAC’s recommendations could result in 3 million people losing 
their MA coverage, including more than 180,000 in Michigan. 

What would the loss of the PFFS option mean for Michigan? It will mean that 
many Medicare beneficiaries who make too much to qualify for Medicaid, but cannot 
afford a Medigap policy, will be left without an option for obtaining affordable sup- 
plemental coverage. It will mean the loss of care coordination and health improve- 
ment opportunities. It will mean that employers and unions struggling to maintain 
retiree benefits in light of new accounting rules will be forced to make hard choices 
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about reducing or even eliminating retiree benefits. It will mean more confusion for 
beneficiaries who will lose trust in Congress, CMS and plan sponsors. 

V. CONCLUSION 

Thank you for considering my perspectives on the Medicare Advantage program. 
I appreciate this opportunity to testify about the importance of the private fee-for- 
service product. Medicare beneficiaries need stable options for supplemental benefits 
and PFFS plans are a major source of that coverage in many areas of the country. 
We urge the committee to ensure the continued viability of this product and to sup- 
port adequate funding for the Medicare Advantage program. 

Chairman Spratt. Thank you very much for participating and 
for the contribution you have made. We greatly appreciate it. I 
have one question in the interest of allowing others to ask ques- 
tions. 

One question, Dr. McClellan. Your predecessor, Tom Scully — 
maybe he was caught off guard — said there has been huge over- 
funding in this program and Congress ought to take some of it 
back. 

Would you agree that, when you created it, you did not foresee 
excess payments to this extent and that your objective originally 
was more competition, better services, better plans, and lower costs 
as well and at least that part of the quest in creating these plans 
has not been achieved and should be reconsidered? 

Dr. McClellan. Well, Mr. Chairman, Tom says a lot of things, 
and I think if we put it in a little bit broader context and, if you 
look at my written testimony, I did talk about some ways to reduce 
the costs both in the Medicare Advantage program and, more gen- 
erally, in Medicare without starting by taking away benefits from 
people who do not have any good alternatives, and my own pref- 
erence would be to try to take steps like many of the members here 
have discussed — to address the overuse and underuse and misuse 
of treatments, to promote more prevention, to promote better qual- 
ity of care for chronic diseases. We do a lousy job overall in many 
respects in this country, and we do a not very good job in the tradi- 
tional Medicare program of providing support for efforts to get bet- 
ter quality care at a lower cost. 

I also made the point in my testimony that, while it is important 
to get budget costs down, it is also important to get overall health 
care costs down. If we are just shifting costs from the Federal Gov- 
ernment to beneficiaries, disproportionately with limited means, 
who have no better alternatives than a traditional Medicare plan 
with many gaps in it or a Medigap insurance plan that is very cost- 
ly and very inefficient, well, I think we can do better than that. 

So that is why, hopefully, just as the payment reforms that got 
us to this point had a lot of bipartisan support, looking ahead, it 
is those floor county payment rates, those higher payment rates for 
private plans in counties with low fee-for-service costs that did not 
historically have access to these plans, and there is bipartisan ef- 
fort that 

Chairman Spratt. In setting up the original benchmarks, you 
were giving incentives to certain areas, in sparsely populated 
areas, for example, where it was difficult to build a comprehensive 
medical care network, but did you intend that to be a permanent 
and even widening differential? 

Dr. McClellan. I think the goal ought to be getting overall costs 
in our health care system down while improving quality. There are 
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plenty of opportunities to do that. Some of those opportunities in- 
volve reforms in the Medicare Advantage plans like the ones that 
I talked about in my testimony. I do not think I would start by cut- 
ting payments that are going to have a direct effect on reduced ac- 
cess to up-to-date benefits like prevention, like better care for 
chronic diseases for seniors with limited incomes. 

Chairman Spratt. Mr. Ryan. 

Mr. Ryan. Thank you, and I will try and be brief as well because 
I want to get to everybody before votes happen. 

This is a strange conversation because, every time we have this 
conversation, we just think about it within the context of just this 
program, just Medicare, and we simply cannot ignore the under- 
lying premise of the issue, which is health care inflation, itself, is 
running at about triple the rate of regular inflation. 

Mr. Blumenauer expressed a lot of the frustration that a lot of 
us have from these lower cost States. You know, we always point 
to Louisiana — I guess they must be the highest cost — and it is im- 
portant that we address the root cause of health care inflation first 
and foremost. 

Also, as we take a look at, you know, payments and things like 
this, how do we get best practices out there? How do we get trans- 
parency in the metrics on cost and quality and best practices so 
that providers — hospitals and doctors — gravitate towards those 
norms and get to those best practices so that we can wrench out 
those inefficiencies, those overpayments so that the Louisiana 
model where the quality is no better than, say, it is in Wisconsin — 
I think, statistically speaking, it is not as good; the cost inefficien- 
cies are there. So we have to go at that which is outside of Medi- 
care, and that is probably more important than anything we could 
do to save money for the taxpayer here. 

Dr. McClellan, you just ran this agency until recently, so I want 
to direct most of my questions to you. You know, we can come 
through all of these different statistical contortions. We can say it 
is 12 percent over. It may be. I just do not know. When you take 
a look at the fact that the doc fix is not put on that baseline — and 
that is $22 billion just this year to stop the doctors from getting 
cut, which we should do, what would be the 10-year cost of freezing 
the doc payment, and preventing the cuts would be far, far more 
than the $150 billion we would save from freezing, you know, the 
private fee-for-service or all of the Medicare Advantage plans at 
100 percent of fee-for-service. 

So, when we see the fact that there are just glaring anomalies 
or glaring missing links in these statistics, we need to proceed with 
caution on this, and the reason we need to proceed with caution is 
I think it is important we go toward a comprehensive care model 
where we know intuitively that getting people into preventative 
medicine, getting people into disease management, continuation of 
care, and comprehensive care, we know it works. The problem is 
we do not have the statistics, the models, the measuring sticks to 
prove that it works, and the problem with legislating — and we do 
this in Ways and Means every day — is the only numbers we can 
use are what the scorekeepers give us. So, therefore, we legislate 
based on the stuff we get on paper from CBO and Joint Tax regard- 
less of whether it is really good policy or not. Regardless of whether 
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or not we really think it is going to save money in the long run 
or not, that is what we do. 

So, Dr. McClellan, you have heen on all sides of this issue. Where 
are we missing in this conversation? What are the key elements we 
need to bring into this conversation so that we get to this $32 tril- 
lion unfunded liability and make sure we are not overpaying for 
things that a taxpayer should not be overpaying for? 

Dr. McClellan. Congressman Ryan, I think you start by asking 
the question of: 

Are the policy reforms that we are considering going to get at 
those underlying fundamental drivers of low-quality and high-ex- 
cess cost in our health care system? 

There are things that can be done in both traditional Medicare 
and in supporting a Medicare Advantage program more effectively 
to drive out inefficient practices to do something about these huge 
variations in costs across areas. Unfortunately, I do not think the 
solution is simply cutting the Medicare Advantage payment rates 
across the board. That is going to result in more beneficiaries end- 
ing up in the traditional fee-for-service plan, which is an incredibly 
important plan that most seniors depend on and that we need to 
keep strengthening. 

In fact, a lot of the attention in the last few years has been on 
these competitive reforms, and we have put a lot of effort into 
strengthening traditional Medicare as well: bringing in more pre- 
ventative benefits and making seniors aware of them, trying to 
take steps to not simply pay more for more care but pay more for 
better care and better results and better use of preventative serv- 
ices and better outcomes for patients with chronic diseases. 

So I would start with the reforms that help accomplish that goal, 
and while there are some changes in Medicare Advantage that can 
move in that direction, the Medicare Advantage program itself has 
taken some important steps to make availaWe preventative care 
and disease management and all of the kinds of services that you 
were just describing for beneficiaries who otherwise would have no 
access to those kinds of services. More and more people in the 
Medicare program with chronic diseases who are frail are enrolling 
in Medicare Advantage plans, including special needs plans, that 
turn the criticism of attracting only healthier beneficiaries on its 
head. These are plans that only enroll people with institutional lev- 
els of care or who are also in Medicaid or who have serious chronic 
diseases, and they are offering a lot of this kind of support to help 
reduce those overall variations in quality and those missed oppor- 
tunities to improve care while keeping costs down. 

Mr. Ryan. Yes, that is my concern that we are going to cut off 
our noses and spite our face, because we can get a good score from 
CBO that says “you are going to save this much if you do that” 
without thinking into terms the comprehension of care that is be- 
ginning to evolve, without integrating these benefits and 
incentivizing preventative medicine and disease management. We 
know that most of the costs in Medicare and in health care itself 
are chronic care, when a person is in the hospital, in-patient stuff. 
If we can keep them out of the hospital and keep them off of the 
operating table, we are going to improve their lives and save tax- 
payer money and society money. 
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So when we sort of arbitrarily use statistics that are not com- 
prehensive, you know, I worry that we are going to go down the 
wrong path and send people into plans that just do not give them 
that kind of preventative medicine, that kind of disease manage- 
ment, and so that is just something where I think we need to pro- 
ceed with caution as we move down this road. 

I thank the chairman for his indulgence, and I yield. 

Chairman Spratt. Mr. Scott. 

Mr. Scott. Thank you, Mr. Chairman. 

I appreciate all of our witnesses being with us today. 

There is one question that I thought I heard that had occurred 
to me when the previous panel was testifying that I did not get a 
chance to ask, and that is they said if the Advantage plans could 
use the Medicare provider reimbursement rate, that they could 
save money. Did I hear that right? Do the Medicare Advantage pro- 
grams reimburse physicians at the same rate that Medicare reim- 
burses them at? 

Dr. McClellan. I think it may have been around the discussion 
with the private fee-for-service plans which have this authority, as 
I mentioned, called “physician deeming,” where basically if the phy- 
sician sees the patient and could have found out about the plan’s 
terms, then the plan can bill that physician at the traditional 
Medicare rate, and that has been a source of some confusion, and 
it is an area where you all may look at potential changes, but as 
a general matter the Medicare Advantage plans do not use the — 
at least the HMO plans and the PPO plans and so forth, do not 
use the traditional Medicare rates. In fact, they have often very dif- 
ferent benefit designs with things like pay for performance and 
wellness benefits and things like that. 

Mr. Scott. Do they get paid more or less than Medicare? 

Dr. McClellan. I think they get paid differently. You heard 
from Dr. Wah. In some areas for some services physicians get paid 
less, but many plans have started care coordination programs, 
medical home pay-for-performance models where they pay physi- 
cians significantly more for providing better care and for pre- 
venting complications of diseases. 

Mr. Scott. Could you provide these medical delivery options 
without privatization? 

Dr. McClellan. Well, I hope so. Over the last few years, we took 
a lot of steps in traditional Medicare to create care management 
programs and things like that. Peter Orszag mentioned earlier the 
Medicare Health Support program, which was a pilot effort to bring 
disease management services into traditional Medicare. 

Mr. Scott. Well, we are spending $150 billion to get these op- 
tions available to people. Could we do it cheaper if Medicare just 
did it? 

Dr. McClellan. Well, the challenge in traditional Medicare is 
that it is hard to put an emphasis on keeping people well and co- 
ordinating care in a purely fee-for-service payment system where, 
you know, the doctors and providers 

Mr. Scott. The question is could we have the different delivery 
options under Medicare without privatization and without the sub- 
sidies? 
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Dr. McClellan. I think the others may have different views, but 
my own view is that we ought to try as hard as we can to put the 
emphasis on prevention and better quality through the Medicare 
Advantage program and also to try as hard as we can through the 
fee-for-service program, but the fee-for-service program does 
present some different challenges in promoting coordination and in- 
tegration — 

Mr. Scott. You are comparing apples and oranges. 

What I am suggesting is what is the barrier to Medicare’s run- 
ning a prevention-type service rather than just a fee-for-service 
program, and we are spending $150 billion to get these services. 
For the same amount of money, could the beneficiaries of Medicare 
get the same benefit if Medicare did it rather than through some- 
body else? 

Ms. Kennelly. Yes, Congressman, you could. I think that is the 
point. 

Mr. Scott. Are we getting $150 billion worth? 

Ms. Kennelly. You are getting many more people involved in 
spending those dollars. The problem with — Mark and I have talked 
about this many times. We talk about improving the traditional 
Medicare program. You can only spend a dollar once, and if you put 
all of the available dollars into the Medicare Advantage program, 
all of these wonderful things we could do in the traditional pro- 
gram will not be done. 

Mr. Scott. The problem is that, with Medicare, you do not have 
all of the commissions, fees, profits, advertising, and everything 
else, and the money would go just to the service. 

Dr. Neuman. 

Ms. Neuman. Yes, that is right. I mean it could well be that the 
private fee-for-service plans — now, while all of them do not provide 
care coordination and they are not required to provide care coordi- 
nation, maybe there are some lessons that can be learned from 
those plans that do that could be applied to traditional Medicare 
so that traditional Medicare has the benefit of care coordination 
models to the extent that they seem to be working. 

You know, I just want to amplify the broader issue here of the 
question that you face of whether you want to invest resources to 
provide preventative benefits and care management to the minority 
of people on Medicare who are choosing Medicare Advantage plans, 
really leaving the majority, the 4 out of 5, without the same set of 
benefits, and many of these people are low-income, have modest in- 
comes, and are paying higher premiums as a result of the system. 

Mr. Scott. Well, the choice is whether we could do — you have 
got $150 billion leaving the system, and whether you could get that 
done within the system for $150 billion is the question. 

Dr. Wah. Yes. I think the other speakers pointed out that not 
every dollar is traveling to the beneficiary here. There is load, 
there is admin, there is marketing, and there is profit involved, 
and that is one of the things we are talking about. If there were 
a more level playing field here between Medicare Advantage and 
regular Medicare, the competitive marketplace would drive those 
players to squeeze those loads down, but right now they are able 
to just load them on without the competitive forces to drive them 
down. 
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Dr. McClellan. If I could make two more points on this. 

One is that, if you look at the total savings that beneficiaries in 
Medicare Advantage are getting, they exceed these total overall 
payments. Why? Because in a coordinated care program, it is easier 
to target the beneficiaries, to target the benefits of people who need 
them the most. It is hard to do in a fee-for-service system. 

Second, I think your emphasis on finding ways to spend dollars 
better and maybe more dollars in fee-for-service on prevention and 
care coordination is great. Unfortunately, there has been very little 
discussion of that around this Medicare Advantage payment reform 
debate. Most of the money in the proposals would go to things like 
paying more for physician services in the existing program. That 
is a very important goal, but it amounts to a double hit on bene- 
ficiaries in terms of increased payments, and it does not, by itself, 
do anything about these variations in practices or about the prob- 
lems with access to preventative and coordinated care benefits. 

Mr. Scott. Mr. Chairman, can I ask one other question that they 
could respond to in writing? Because I know my time is up. 

Chairman Spratt. Sure. 

Mr. Scott. That is that I understand that the risk pool in the 
Advantage plans is healthier than the others. How does that cal- 
culate into all of this? Because that should be where they get their 
profits from, not from the subsidies. If I could get that in writing 
because I am way over my time, I would appreciate it, Mr. Chair- 
man. 

Chairman Spratt. If those of you who are able to respond to that 
question would supply us an answer for the record, we would ap- 
preciate it. 

Now, Mr. Cooper. 

Mr. Cooper. Thank you, Mr. Chairman. 

I know time is limited, so I just wanted to stress one point. I 
thought it was the most interesting thing in any of the testimony 
we received, and that is Dr. McClellan is opening a new front in 
the debate on how to improve health insurance. These are his com- 
ments, and let me quote. 

“most beneficiaries in traditional Medicare are also enrolled in 
Medigap supplemental coverage. This coverage, particularly the in- 
dividual Medigap plans, is quite inefficient. Not only does it have 
a high load factor, meaning that beneficiaries have to pay much 
more in premiums than they get out in benefits, but the Medigap 
options are also designed in a way that encourages first dollar cov- 
erage that, according to CMS actuaries and CBO analysis, adds bil- 
lions of Medicare costs each year. Such Medigap plans not only pro- 
mote inefficient spending, but Medigap premiums have been rising 
rapidly and are much higher than part B and part D premiums 
combined.” 

That is the most direct frontal attack on Medigap coverage I 
have ever seen or read. I congratulate you, personally. I was curi- 
ous if you did anything about this while you were CMS Director. 

Dr. McClellan. We did, and thank you for highlighting that 
point. 

With the Medicare Modernization Act, some other Medigap plans 
became available that did have more reasonable copay limits and 
designs, but the way that Medigap is set up — I think it is implicit 
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in your comment — is that seniors often have very little alternative 
between the traditional Medicare program with all of its gaps and 
going into a Medigap plan that might provide first dollar coverage, 
and seniors are risk-adverse. They do not like to he looking at a 
lot of potentially unlimited out-of-pocket spending. That is what 
you get in the traditional Medicare plan. So because they have no 
better alternative, they will spend hundreds of dollars a month out 
of their limited incomes to get into these plans that are costing a 
lot more than they are paying out and that are promoting this kind 
of inefficient delivery of health care that you were talking about. 
So we took some limited steps, but the Medigap plans are there by 
statutory design. It would take legislation to change that. 

Mr. Cooper. Did the administration propose any fundamental 
adjustment of the Medicare-Medigap coverage while you were at 
CMS? 

Dr. McClellan. I believe they have proposed — there were a lot 
of proposals in the past, but I believe in the past the administra- 
tion has proposed reforms in Medigap coverage to get rid of or at 
least require higher payments for those who sign up for the first 
dollar plans and to try to encourage the availability of some reason- 
able plans that provide real protection but that do it at a lower 
cost. 

Dr. Wah. Could I just add also, though, that sometimes these 
Medicare Advantage plans are, in fact, billed as a replacement for 
a regular Medicare plus a Medigap plan, and there is so much vari- 
ation in the Medicare Advantage plans. For instance, the Blue 
Cross private fee-for-service in South Carolina, for instance, pro- 
vides no more coverage for drugs or for home care than if you had 
Medigap and regular Medicare. In fact, it provides less. So it looks 
attractive for some features of the Medicare Advantage plan, but 
in fact if you get really sick, when the high-dollar amounts start 
kicking in, it actually pays less, and so I just want to make sure 
it is clear that Medigap plus regular Medicare, as we have said, is 
not always optimal. These Medicare Advantage plans are not al- 
ways a perfect replacement for those either. 

Ms. Schmitt. What we find is that what beneficiaries particu- 
larly like is where you can give them fixed cost-sharing because 
they want to know that, instead of having some percentage of 
something that is going to cost them, if they know that they are 
selecting this plan and know that they have a set stop-loss and an 
office visit is going to cost them $10, they consider that a strong 
advantage because their costs are then predictable. 

Mr. Cooper. Ms. Schmitt, in your testimony, you also decry 
fraudulent marketing practices that are employed on behalf of 
some private fee-for-service Medicare Advantage plans. 

I thank the Chair. I see that my time has expired. 

Mr. Scott. Mr. Chairman. 

Chairman Spratt. Mr. Scott. 

Mr. Scott. Could I ask unanimous consent that a statement 
from AFSCME be entered into the record of the hearing? 

Chairman Spratt. Without objection. 

Mr. Scott. Thank you. 

[The information follows:] 
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Prepared Statement of the American Federation of State, County and 
Municipal Employees (AFSCME) 

The American Federation of State, County and Municipal Employees (AFSCME) 
represents 1.4 million employees who work for federal, state, and local governments, 
health care institutions and non-profit agencies, and an additional 230,000 retiree 
members. AFSCME and its members are proud of labor’s historic role in the cre- 
ation of Medicare and we remain strong defenders of the Medicare program from 
those who would undermine its foundations. 

When President Johnson signed Medicare into law on July 30, 1965, he spoke of 
the profound promise of Medicare to our nation and its citizens: 

“No longer will older Americans be denied the healing miracle of modern medi- 
cine. No longer will illness crush and destroy the savings that they have so carefully 
put away over a lifetime so that they might enjoy dignity in their later years. No 
longer will young families see their own incomes, and their own hopes, eaten away 
simply because they are carrying out their deep moral obligations to their parents, 
and to their uncles, and their aunts. 

And no longer will this Nation refuse the hand of justice to those who have given 
a lifetime of service and wisdom and labor to the progress of this progressive coun- 
try.” 

For today’s 42 million Medicare beneficiaries and our nation, the need for Medi- 
care to remain a sanctuary against financial ruin caused by the vicissitudes of ill- 
ness and disability rings as true in 2007 as it did nearly 42 years ago. 

Today, the financial security of Medicare is threatened by the drive to privatize 
the program. Overpayments to Medicare Advantage plans are causing a shift of 
beneficiaries out of the more efficient government-administered program into more 
costly private plans. Overpayments to these private plans may make them highly 
profitable, but they also have a deleterious impact on the federal budget, the Medi- 
care program and the Medicare benificiaries. 

OVERPAYMENTS TO PRIVATE MEDICARE ADVANTAGE PLANS THREATEN MEDICARE’S 

financial solvency 

When Congress opened up Medicare to private plans, it was based on the claim 
that the private health insurance industry would be more efficient, provide more co- 
ordinated care for seniors and the disabled, and do so with less cost to the taxpayers 
and beneficiaries than the traditional Medicare program. The promises of effi- 
ciencies and lower costs have been illusory; Medicare now pays private Medicare Ad- 
vantage plans more than it would cost to cover the same beneficiaries through the 
traditional Medicare program. According to the Medicare Payment Advisory Com- 
mission (MedPAC), these private plans are paid an average of 12 percent, or $1,000 
per year, more to cover a Medicare beneficiary than the cost of traditional Medicare 
to cover the same beneficiary. Private Medicare Advantage fee-for-service plans are 
paid on average 19 percent more than the traditional Medicare fee-for service pro- 
gram. 

Overpayments to the private insurance industry are worsening Medicare’s finan- 
cial health. Enrollment in the private plans is growing rapidly and enrollment is 
growing the fastest among plans receiving the largest overpayments. Over the next 
10 years, these overpayments to insurance companies will cost an additional $160 
billion. These overpayments shave two years off the financial solvency of Medicare’s 
hospital insurance trust fund. The ballooning growth in overpa 3 Tnents to private 
plans will drive premiums even higher for beneficiaries, erode Medicare’s financial 
solvency and ultimately force major changes in the Medicare program, including 
substantial cuts in benefits. If left unchecked these overpayments will ultimately 
lead our nation backwards to a time when seniors were one illness away from pov- 
erty and were denied reasonable and necessary medical care because they could not 
afford to pay doctors or hospitals. 

OVERPAYMENTS TO PRIVATE MEDICARE ADVANTAGE PLANS ARE INCREASING STATE 

MEDICAID COSTS 

The overpayments to private plans come out of the Medicare hospital trust fund. 
Part B premiums and general revenues. Medicaid, which is jointly funded by states 
and the federal government, subsidizes Part B premiums for low-income Medicare 
beneficiaries. Because the overpayments push Part B premiums higher, states are 
forced to pay more for Part B premiums to subsidize these overpayments to private 
plans. Nationally, states and the federal government will be forced to pay an extra 
$168 million in FY 2007 in Part B monthly premiums for all low-income Medicare 
beneficiaries as result of the overpayments to private Medicare plans. Attached is 
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a table showing the additional cost to Medicaid, by state, to subsidize overpayments 
to private Medicare plans. 

ALL MEDICARE BENEFICIARIES ARE ALREADY PAYING MORE 

Because Medicare Advantage overpayments drive up premiums paid by Medicare 
beneficiaries, all seniors, not just those in the private plans, are paying more now. 
In 2007, each beneficiary in traditional Medicare paid an extra $24 per year for the 
Part B premium to subsidize the overpayments to the private plans. 

MEDICARE DISADVANTAGE PLANS 

Advocates for Medicare beneficiaries, beneficiaries and state insurance commis- 
sioners have been reporting that private plans have used abusive, misleading and 
fraudulent sales tactics to shift seniors out of Medicare and into their private insur- 
ance policies. The billions and billions in extra costs coming out of the pockets of 
taxpayers, states and beneficiaries to fund overpayments to Medicare Advantage 
plans explains the gold rush fever of health insurance companies to sign up seniors, 
even if it means these companies step far over the line in their sales and marketing 
practices. With 27 percent of all Medicare beneficiaries having cognitive or mental 
impairments, these elderly and disabled beneficiaries are a vulnerable target of abu- 
sive, confusing, misleading and fraudulent sales tactics. According to press reports, 
beneficiaries are told that “Medicare is going private” or that they will lose their 
Medicare or Medicaid unless they sign up for a particular plan. Insurance company 
agents show beneficiaries business cards which suggest that they are from Medi- 
care, Social Security, or other trusted government agencies. Many beneficiaries do 
not realize that when they sign up for Medicare Advantage plans they will lose their 
Medicare coverage and terminate or jeopardize eligibility for existing retiree or 
Medicare supplemental plans. 

Once beneficiaries are in private Medicare Advantage plans they may be forced 
to pay higher co-payments than they would under traditional Medicare. Traditional 
Medicare does not require any co-payments for home health care services but many 
Medicare Advantage plans do. Many plans have higher out-of-pocket costs for hos- 
pitalization, chemotherapy, and services needed for those who are chronically ill. 
Medicare Advantage beneficiaries also find they have fewer rights than traditional 
Medicare beneficiaries when things go wrong with their health insurance. 

The dizzying array of complex benefits packages and out-of-pocket rules vary from 
plan to plan and can change every year in a Medicare Advantage plan. While cur- 
rent law requires these plans to offer at least the actuarial equivalent level of bene- 
fits as provided in traditional Medicare, plans can and do change their benefit and 
cost-sharing rules to keep the healthiest, and least costly, beneficiaries in their 
plans. MedPAC reports that Medicare Advantage plans are enrolling beneficiaries 
who are healthier than average. By targeting healthier beneficiaries through mar- 
keting or winnowing out sicker, and more costly, beneficiaries through increased 
costs and changes in benefits. Medicare Advantage plans raise their own profit mar- 
gins at the expense of beneficiaries and the Medicare program. 

It is not at all clear that the additional payments made to Medicare Advantage 
plans are indeed being returned to beneficiaries in the form of additional benefits 
or reduced cost-sharing. With little accountability and reporting requirements it has 
been extremely difficult to identify what percentage of the overpayments are being 
used to boost profits of the private insurance companies, to pay insurance commis- 
sions, marketing or administrative costs, rather than improve benefits. 

Medicare Advantage fee-for-service plans are the least efficient private plans and 
receive the highest overpayments from Medicare. Because these types of private 
plans are exempt from most quality measurements, taxpayers have no assurance 
that these excessively costly plans are truly protecting the health of beneficiaries. 
For example, these plans are not required to coordinate care of enrollees with com- 
plex or serious medical conditions. These plans are not required to work with com- 
munity and social service programs to ensure continuity of care and integration of 
services. 

In sum, taxpayers have little to no assurance that the billons in extra payments 
to private insurance companies are actually providing meaningful benefits to the 
sickest and frailest beneficiaries. It would be more accurate to call many of these 
private insurance plans Medicare Disadvantage Plans. 

CONGRESS MUST STOP THE INSURANCE INDUSTRY’S FLEECING OF MEDICARE 

Overpayments to insurance companies prime the Medicare privatization pump 
and put the security of the Medicare program at risk. Congress must act to secure 
Medicare by reining in the runaway overpayments to Medicare Advantage plans. 
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Recalibrating Medicare Advantage overpayments will improve the efficiency of the 
program, reduce incentives for abusive tactics and strengthen the financial health 
of Medicare. The savings realized from reducing these escalating overpayments can 
be used to improve the prescription drug benefit, improve health services for low- 
and moderate-income beneficiaries, prevent a cut in the Medicare reimbursement to 
physicians and help pay to cover more children under the State Children’s Health 
Insurance Program (SCHIP). Congress must act now to stop the insurance indus- 
try’s fleecing of Medicare. 

AMOUNT OF EXTRA PART B MONTHLY PREMIUMS MEDICAID MUST PAY IN 2007 AS A 
RESULT OF OVERPAYMENTS TO MEDICARE ADVANTAGE PRIVATE PLANS 
(Based upon CMS Part A and Part B state buy-in data for April 2007 billing cycle) 


Alabama $4,291,296 

Alaska $283,032 

Arizona $2,878,824 

Arkansas $2,367,336 

California $26,669,416 

Colorado $1,618,200 

Connecticut $1,624,440 

Delaware $474,456 

District of Columbia $375,744 

Florida $11,185,992 

Georgia $5,217,192 

Hawaii $619,752 

Idaho $618,360 

I llinois $5,327,688 

Indiana $2,871,144 

Iowa $1,569,024 

Kansas $1,220,520 

Kentucky $3,276,744 

Louisiana $3,349,296 

Maine $1,353,312 

Maryland $2,035,992 

Massachusetts $4,549,560 

Michigan $4,423,368 

Minnesota $1,984,248 

Mississippi $3,275,712 

Missouri $2,720,832 

Montana $369,504 

Nebraska $613,296 

Nevada $712,824 

New Hampshire $316,992 

New Jersey $4,071,888 

New Mexico $1,280,256 

New York $11,919,048 

North Carolina $6,238,728 

North Dakota $180,072 

Ohio $5,570,664 

Oklahoma $1,970,544 

Oregon $1,785,216 

Pennsylvania $6,366,112 

Rhode Island $655,080 

South Carolina $2,974,632 

South Dakota $367,824 

Tennessee $5,649,664 

Texas $11,299,296 

Utah $588,312 

Vermont $516,000 

Virginia $3,349,392 

Washington $2,913,624 

West Virginia $1,398,744 

Wisconsin $2,090,064 

Wyoming $193,392 


Chairman Spratt. Mr. Doggett. 
Mr. Doggett. Thank you. 
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Dr. Wah, I certainly agree with your concluding comment in your 
earlier testimony that what we have here is a pay-more-and-get- 
less system. 

As it relates to the health of your patients, did I understand your 
testimony to be that there is mounting evidence that this excessive 
payment to Medicare Advantage is not producing better health care 
outcomes? 

Dr. Wah. Well, I think that there are concerns. 

For instance, like I mentioned, the Rural Health Association 
noted that because of the lower payment rates that the safety net 
for rural health care is likely to be put at risk because of that. I 
would be happy to, in written testimony, provide more detail about 
actual outcomes as I do not have those details in front of me, but 
there is a concern that — and it is partly because of the confusion 
of just this blizzard of different terms and conditions that are out 
there in the Medicare Advantage programs. They have all of the 
shortcomings of the commercial products that are out there, and 
physicians and patients are literally just besieged by these little 
fine print details that make it very hard to understand what they 
are signing up for or what they are being involved in, and so that 
can lead to patients who think they signed up for something good, 
and then the fine print comes around at the end and gets them be- 
cause it turns out, like I said before, they actually do not get cov- 
erage for home health care when they get really sick. If they get 
cancer, their chemotherapy drugs are only covered up to 80 per- 
cent, and they have to come up with the other 20 percent. They did 
not read that fine print. They read that, oh, they get dental; they 
get vision, all of the things that were in bold print that sounded 
really good. 

So it is hard to articulate or to actually quantify whether the 
health is better or worse because of that, but I am concerned that 
they end up paying more overall because of these expenses that 
they did not see in the fine print. 

Mr. Doggett. Exactly, and I note in your written testimony — 
and I welcome any supplementation that you might want to do — 
that you report or say that there has been rampant Medicare Ad- 
vantage plan marketing abuse reported by physicians all over the 
country and that there is mounting evidence that the billions of 
dollars poured into Medicare Advantage are not buying better 
health coverage. 

Let me ask you: If we continue pouring the money there and we 
cut physician reimbursement by 10 percent as a New Year’s Day 
present to seniors and to individuals with disabilities across this 
country, what will the impact be? 

Dr. Wah. Well, I appreciate your bringing this up, and I appre- 
ciate Mr. Ryan’s saying the Medicare physician payment problem 
does need to be fixed. I think, obviously, we are concerned about 
that. In polling our physicians, a high percentage — 60 to 80 per- 
cent — will find it very difficult to continue to care for their existing 
Medicare patients, but more importantly, it is going to be finan- 
cially very difficult for them to accept new patients, and I think 
there have been numerous studies that have shown that new pa- 
tients coming into the Medicare system are having a great deal of 
difficulty finding physicians to take care of them because it is just 
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fiscally difficult for them to accept new patients at this time, and 
with these impending cuts that we have talked about coming in 
2008, that will only get much worse in terms of patients being able 
to find the care they need, and that is our concern, is making sure 
that the patients can get the care they need that is out there. 

Mr. Doggett. Well, thank you very much for your comments. 

Ms. Kennedy, I appreciate so much your efforts overall to pre- 
vent those who are determined to let Medicare wither on the vine, 
and that was not a very hidden agenda in promoting this form of 
the prescription drug plan. Just as there is a limited amount of 
money to decide how much is wasted in Medicare Advantage and 
how much is available to meet the cost of health care provided by 
physicians and other health care providers, there is also a question 
about what our priorities will be in monies available to the poorest 
of our seniors, and I know some of these insurance companies have 
been rounding up poor people to say how much they will be dis- 
advantaged if the insurance companies do not get the advantage in 
Medicare Advantage. I believe Dr. Neuman’s testimony pointed to 
some of that. 

Wouldn’t we be better off if we used some of the money that we 
can save in these excessive payments to address the Medicare sav- 
ings program and the prescription coverage now, the improvements 
in extra help in the legislation that I know you have endorsed and 
that I have offered? 

Ms. Kennelly. Absolutely, Congressman. Yes, you are absolutely 
right about the Medicare savings program. It is perfectly set up 
just for this, and we absolutely should have more subsidy for the 
part D prescription drug, but I sit here, and it washes over me, my 
history. 

I was born and brought up in Hartford, Connecticut, and then I 
represented Hartford, Connecticut in the Congress, the capital, the 
insurance capital of the world. 

And I just ask you Congressmen that are here to remember, that 
before 1965 there was no Medicare, and then all of a sudden it was 
realized, if you put all of the people over 65 in a pool, it works, and 
they will be covered, and since 1965, the demographic for those 
people who are 65 and over, having health insurance is the highest. 
Before 1965, it was the lowest. So I know absolutely that we should 
have managed plans, and we should have competition, but what 
has happened in the 2003 bill — and you know, Mark, and I know, 
and we know people who saw the prescription part D as a sweet- 
ener, and these are things that they wanted to do over the years. 
It is a philosophical thing, but I just absolutely urge you do not just 
look at the arcane things that we talk about today. Look at the tra- 
ditional program. Any country like the United States has to have 
that program. Then go on and have the competition. But these ro- 
bust, absolutely almost unbelievable subsidies, with the deficit situ- 
ation we have today, we are just going down a road where we will 
not have Medicare, and I will tell you that one of your prede- 
cessors, Bruce Platek, he taught me a lot about insurance, and he 
said, “Barbara, as long as those insurance companies have sub- 
sidies, they will play the game, but as soon as they do not have 
subsidies, for those over 65, they will not,” and we should remem- 
ber that. 
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Mr. Doggett. Thank you. 

Thank you, Mr. Chairman. 

Chairman Spratt. Thank you. 

Mr. Berry. 

Mr. Berry. Ms. Neuman, do you have something you wanted to 
say? 

Ms. Neuman. Thank you so much. 

I wanted to respond to Mr. Doggett a little bit on the question 
about ways to help low-income beneficiaries because, if you look 
back on one of the slides I presented, there are more than 1 million 
Medicare beneficiaries with incomes below $10,000 who have no 
supplemental insurance. They do not have Medicaid; they are not 
in the Medicare Advantage plans. 

One of the options for assisting these beneficiaries is to, one, in- 
form them and get them covered under the programs that are out 
there, but many people may not qualify for these programs because 
the asset requirements, the asset tests, have not been indexed over 
time, and so people may have very low incomes, but they could 
have $6,000 in life savings and not get help with their Medicare 
premiums and cost-sharings. So there are other strategies the com- 
mittee could consider if the goal were to improve coverage for peo- 
ple with very low incomes. 

Mr. Doggett. Thank you. 

Mr. Berry. Thank you, Mr. Chairman. 

My question is for Ms. Schmitt. I believe you mentioned, when 
you have unscrupulous marketing abuse and things like that, that 
CMS is doing a good job of regulating that. 

Ms. Schmitt. I indicated that they have added some new re- 
quirements as of the last week or two. 

Mr. Berry. The reason I raise that is I thought that maybe you 
were getting something in Michigan that we surely are not getting 
in Arkansas. They are completely without any kind of oversight at 
all, and even when we repeatedly report the same companies doing 
the same abusive things to senior citizens who basically have no 
way to protect themselves, over and over again, they do nothing, 
and I thought maybe you had found a way to get CMS off the dime 
and make them actually do something. We are completely frus- 
trated with CMS at the moment. 

Ms. Schmitt. Well, actually, there are requirements that we 
oversee the agents and make sure that they follow all of the poli- 
cies. 

Mr. Berry. And maybe you do that, but I assure you that there 
are insurance companies that do not, and I was trying to find an 
easy way to accomplish this. What we are looking at is having the 
State Insurance Commission have oversight responsibility over 
those companies because right now there is nobody who has the au- 
thority to regulate them but CMS, and they are not doing it. 

Ms. Schmitt. I would expect that CMS’ requiring that they cease 
selling and marketing their programs until they begin this over- 
sight is probably going to have some response from those places. 

Mr. Berry. Has CMS done that? 

Ms. Schmitt. Yes. 

Mr. Berry. Okay. I had not realized that. I think some of those 
companies that they told to cease, there are still some of them out 
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there, some companies that should have been on that list that were 
not. 

Ms. Schmitt. I cannot respond to that. 

Mr. Berry. Right, I am sure you cannot. 

Ms. Schmitt. May I make a comment on a couple of other things 
that have been said? 

Mr. Berry. Yes, ma’am. 

Ms. Schmitt. Okay. One thing is there was a question of wheth- 
er or not CMS could do the same type of care management. I think 
one of the big components is having all of the data in order to be 
able to look at a person’s drug coverage and their medical, and I 
think the entities that are in the best position to do that is an 
MAPD plan that has all of the data in order to do that. 

There was also a comment about rural health clinics, and under 
Medicare private fee-for-service, you are required to pay the exact 
same amount as traditional Medicare. So these clinics should either 
be receiving the exact amount as traditional Medicare or they have 
agreed to and have contracted with these plans. So I am not ex- 
actly sure what it is that they are not receiving the plan on. 

Lack of education. Certainly, any new program takes a while for 
people to become familiar with that, and when I say “people,” I am 
referring to both the providers and the beneficiaries, but I think we 
have certainly gone out of our way to have that type of education, 
and I think that the knowledge in that is going to continue to grow 
so that many of those issues will be eliminated fairly quickly. 

So thank you. 

Dr. Wah. Can I just add to that? 

You were talking about the marketing practices and the really 
egregious things have been pointed out. I think that is just the tip 
of the iceberg. Below that is this myriad of different terms and con- 
ditions that people are trying to sort through, and you know, we 
talk about the really egregious things, and we see the headlines in 
that, but the really day-to-day problem is a patient will think, look- 
ing at the big print, like I said before, that this is an appealing pro- 
gram, and then one of the things it will say is this is a fee-for-serv- 
ice, a private fee-for-service; you can go see anybody because it is 
a fee-for-service system, and then they will find out that their phy- 
sician is not part of that, and they can no longer see their physi- 
cian without being charged out-of-network charges, and so they end 
up having to change physicians because their current physician 
does not accept their, quote/unquote, private fee-for-service plan. 

So there are a lot of things below the surface that these egre- 
gious things are just beginning to show, but there is much more 
below the surface that we are not seeing. I just wanted to point 
that out. 

Mr. Berry. When those things happen, they come to us, and we 
are beginning to see an awful lot of that, too, and I do not know 
if you would agree, but there is what I consider to be massive con- 
fusion between the part D plans and the Medicare Advantage plans 
and managed care plans and fee-for-service plans and traditional 
Medicare. Traditional Medicare is one of the few things that pretty 
well everybody understood and knew where they stood with it, 
knew what it did and what it did not do. With all of these other 
things that have been added through the private sector, as much 
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as I am able to determine, great confusion has come about because 
every plan is different. In fact, some plans change almost on a 
monthly basis. 

So we have created a situation which, quite honestly, I cannot 
keep up with. We run into situations like that in our office that 
will just make you want to cry. In fact, some of our caseworkers 
in the district office, you go in there sometimes, you want to take 
them for treatment because they are so frustrated with trying to 
work these constituents through these problems, and then you call 
CMS, and you know, you just might as well be calling the railroad 
station, which actually does not exist in my State. 

If you disagree with that, I would sure like to know about it, but 
whatever we do — and we can talk about how much it costs and all 
of that. Whatever we do, there has got to be a better way than 
what we are doing right now. 

Dr. Wah. Yes, sir. I agree. I mean, like I said, the frustration you 
are seeing with your patients and your constituents is exactly what 
our physicians and our patients are seeing out there as well, and 
that is why, to see that in a plan where you are already pouring 
extra money into the system, you have got to wonder where all of 
that extra money is going. 

Mr. Berry. I am convinced that the insurance companies wrote 
this stuff, and this is the way they intended it to be. They didn’t 
want people to be able to understand it very well. That is why they 
shouldn’t write laws. That should be left up to the Congress. 

Ms. Schmitt. We brought up a large group this year. It is the 
Michigan public school retirees, cafeteria workers, janitors, as well 
as the teachers, and our experience was that we set up a separate 
phone bank for people when this program first went up, and when 
they called and said their physician would not see them, we made 
an outreach to the physician’s office and very frequently, you are 
correct in that physicians did not even — some of them didn’t even 
know that private fee-for-service existed or thought it was the same 
as an HMO or PPO. 

So we went through the education process with the physicians 
and most of — the vast majority, once they understood it, there was 
acceptance. There were some that would not, at which point we 
then made outreach to other physicians in the area and did what 
we could and probably 99 point some percent, we were able to lo- 
cate alternative providers for the members. 

Mr. Berry. Well, I applaud that, but I am here to tell you that 
doesn’t happen very many places. I would say places where that 
happens are a lot less than the places where it does. And like I say 
and it comes back to us, and it comes back to the providers. And 
that is fine. That is my job, and I don’t mind dealing with it at all, 
but the problem that is hard to deal with is the fact that these peo- 
ple are not getting the care that they think they have paid for, and 
it is because they have largely been deceived by hotdog salesmen 
somewhere. And I wish that wasn’t the case. 

I know we have already had a discussion about whether or not — 
that was that argument, a while ago — fraud, whether this was 
fraud or not. If it’s not fraud, I don’t ever want to run into fraud 
because it is as close as you can get without being there. 
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But — and I do — I applaud you and your company for doing good, 
and I hope you all keep doing it. 

Thank you. 

Mr. Spratt. Thank you. Let me thank each of our witnesses for 
bringing us the knowledge and perspective you provided on what 
is a very complex but vitally important matter. We appreciate your 
participation. Thank you very much. 

I would ask unanimous consent that members who did not have 
the opportunity to ask questions of our witnesses be given 7 days 
to submit questions for the record. 

Without objection, so ordered. 

[The prepared statement of Ardis Hoven follows:] 

Prepared Statement of Ardis D. Hoven, M.D., American Medical Association 

The American Medical Association (AMA) appreciates the opportunity to provide 
our views regarding Medicare Advantage (MA) plans and their impact on the Fed- 
eral Budget. We commend Chairman Spratt and the Members of the Budget Com- 
mittee for your leadership in recognizing the need to examine the impact of the MA 
plans on Medicare patients and the long-term financial viability of the Medicare 
program. 

The AMA supports providing Medicare beneficiaries with coverage options so that 
they are able to select the health insurance plan that is tailored to meet their spe- 
cific needs. The MA option was originally conceived as a strategy to promote effi- 
ciency, provide enhanced patient care through care coordination, and promote pri- 
vate competition. MA plans were also devised to increase diverse plan offerings that 
would dovetail with the varied needs of beneficiaries. The AMA has been and con- 
tinues to be a strong proponent of greater competition in the Medicare program to 
help strengthen patient choice and the program’s long-term financial sustainability. 
However, seniors’ choices should be based on their health care needs and not influ- 
enced by preferential government subsidies to highly profitable insurance compa- 
nies. The average reimbursement to MA plans — 112 percent of regular Medicare ex- 
penditures — has created significant market distortions and undermined competition 
by providing large subsidies to the MA plans at the expense of regular Medicare. 

substantial subsidies to MA PLANS 

The Congressional Budget Office (CBO) estimates that Medicare spending would 
be reduced by $65 billion from 2008-2012 if the MA benchmarks were decreased to 
the Medicare fee-for-service level. CBO estimates that 21 percent of MA spending 
goes to private plans that receive between 120 percent and more than 150 percent 
of regular Medicare rates. The large disparity in payment between MA plans and 
regular Medicare is a particularly troubling development because it is difficult to de- 
tect enough additional meaningful benefits to patients to justify these enormous 
government subsidies. In fact, there is mounting evidence that a significant number 
of MA plans are luring their enrollees with false promises, skimping on benefits and 
reimbursement, and using their government subsidies primarily to increase profits 
for their shareholders. 

There are real tradeoffs involved in the public policy choices that Congress cur- 
rently faces. An average 12 percent add-on payment is being provided to plans in 
which only 19 percent of Medicare beneficiaries are enrolled, while the physicians 
who care for all Medicare beneficiaries face a 10 percent cut next year. The Medi- 
care Payment Advisory Commission (MedPAC) estimates that all seniors, not just 
those in MA plans, are paying two dollars a month in higher premiums to help fund 
the subsidies being paid to managed care companies. The CBO and the Medicare 
Actuary have noted that Medicare cost growth, which was already a cause of major 
concern, is now projected to rise even more rapidly due to its projections of increas- 
ing enrollment in MA plans. The Medicare Actuary also has stated that overpay- 
ments to MA plans shorten the solvency of the Part A Trust Fund and concluded 
that setting the benchmarks for MA plans at the regular Medicare fee-for-service 
level would extend the insolvency date by about two years. In other words, instead 
of making Medicare more sustainable as the baby-boom generation reaches the age 
of Medicare eligibility, the MA subsidies are having the opposite effect. The addi- 
tional pajunent to MA plans averages about $1,000 per beneficiary and the CBO re- 
ports that the MA overpayment per beneficiary is only expected to climb. 
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In addition to subsidizing MA plans by paying more per enrollee in MA than for 
beneficiaries in regular Medicare, Congress established a further MA subsidy 
through the creation of the MA preferred provider organization (PPO) stabilization 
fund (the fund). The fund was designed to provide additional financial incentives to 
insurance companies that offer regional PPO plans in areas where regional PPOs 
would not have otherwise been established. (This additional subsidy was not nec- 
essary to encourage regional PPO participation given that there were such plans in 
21 of the 26 regions in 2006.) Originally, $10 billion was placed in the fund, but 
Congress has already reduced the fund by $6.5 billion. If this fund were completely 
eliminated, the CBO estimates that it would save $3.5 billion over a ten year period. 
Furthermore, the CBO Budget options provided to Congress show that MA plans re- 
ceive an additional hnancim subsidy through a duplicate payment to MA plans for 
Indirect Medical Education (IME). (The MA benchmarks include an IME payment 
even though these payments are already made directly to teaching hospitals that 
treat MA benehciaries.) The CBO estimates that if the IME payments were removed 
from MA payments, approximately $12.9 billion would be saved over ten years. 

The AMA joins other health care stakeholders, including the AARP and the Medi- 
care Rights Center, as staunch supporters of financial neutrality between the reg- 
ular Medicare program and the MA program. The AMA urges Congress to adopt the 
MedPAC recommendation that “the Medicare program should pay the same amount, 
adjusting for the risk status of each benehciary, regardless of which Medicare option 
a benehciary chooses.” We concur with MedPAC’s goal of “having Medicare pay- 
ments cover the costs that efficient providers incur in furnishing care to bene- 
hciaries, while ensuring that providers are paid fairly and benehciaries have access 
to the care they need.” 

MEDICARE FFS REMAINS THE PRIMARY MEDICARE OPTION AND IT MUST BE SOLIDIFIED 

AND IMPROVED 

Although many physicians provide health care to MA patients, they have many 
more patients — 81 percent — who are in regular Medicare. Huge subsidies are being 
paid to MA plans that serve 19 percent of Medicare benehciaries, while physicians 
who take care of ah senior and disabled patients face cuts of 10 percent in 2008 
and about 40 percent over the next decade. 

If Congress does not take action to provide Medicare physician payment updates 
that keep up with practice cost increases, then physicians will not be able to sustain 
their practices, resulting in signihcant access problems for ah Medicare patients, not 
just those in regular Medicare. In a recent AMA survey of 8,955 physicians, 60 per- 
cent reported that they plan to limit the number of new Medicare patients they 
treat if pa3Tnent rates are cut 10 percent in 2008. Only 17 percent of the surveyed 
physicians said that the MA subsidy should continue, while most of the remaining 
respondents said the subsidy would be better spent on preventing physician pay 
cuts and/or helping all low-income patients with their out-of-pocket costs, not just 
those in MA plans. These survey results demonstrate that there is a tradeoff in a 
tight budget environment between adequate payment updates for physicians and 
government subsidies for health insurance plans. 

AMA SURVEYED PHYSICIANS AND PATIENTS REPORT PROBLEMS WITH MA PLANS 

Adding to these concerns, there is mounting evidence that calls into serious ques- 
tion whether the extra billions of dollars being poured into MA are buying better 
health care coverage for seniors. An April 2007 report from the Medicare Rights 
Center grouped problems with MA plans coverage into nine different categories: 

• Care can cost more than it would under original Medicare; 

• Private plans are not stable; 

• Getting emergency or urgent care is difficult; 

• Continuity of care is broken; 

• Members have to follow plan rules to get covered care; 

• Choice of doctor, hospital and other providers is restricted; 

• Getting care away from home is difficult; 

• Promised extra benefits can be very limited; and, 

• People with both Medicare and Medicaid can encounter higher costs. 

A recurring theme throughout this report and its major conclusion is that, “[e]ven 
with enhanced payments, private health plans often fail to deliver coverage that a 
patient could obtain from Original Medicare.” 

In March 2007, AMA surveyed 2,202 physicians about their experience with MA 
plans. The hndings corroborated that patients and their physicians are being short- 
changed by MA plans. About half of the physicians who had patients in MA re- 
ported that they have experienced denial of services that are typically covered in 
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the regular Medicare program. In addition, about half responded that they have re- 
ceived payments from the MA plans that were below the regular Medicare rate. 
Contrary to industry claims that MA plans provide more benefits to patients, physi- 
cians are telling us that their patients who have enrolled in MA plans may be get- 
ting even fewer benefits than they receive in regular Medicare. 

The AMA survey results also lend credence to the reports from beneficiary advo- 
cates that marketing by MA plan representatives is often confusing to beneficiaries 
or misleading. An overwhelming number of physicians — eight out of ten — who treat- 
ed MA plan patients stated that their patients have difficulty understanding how 
the MA plan works. Choice is an important element of a market-driven health care 
system, but patients must have accurate information if they are to make decisions 
that best meet their health care needs. MA plans have failed in their obligation to 
provide patients accurate information in an accessible and comprehensible fashion. 
This failure has real consequences for seniors who may have their health care serv- 
ices interrupted or incur significant unanticipated costs when they are least able to 
afford it. 

Good information about MA plans is also inaccessible to physicians. Six out of ten 
physicians reported that they have had difficulty understanding how the MA plans 
work. This problem is particularly pronounced for PFFS plans. In the AMA survey, 
over half of the physicians treating PFFS patients stated that they did not have ac- 
cess to or knowledge of the PFFS plans’ Terms and Conditions, even though ready 
access to plans’ Terms and Conditions is a cornerstone of the PFFS plan design. It 
should be no surprise that patients have had difficulty finding physicians who will 
accept PFFS plans, despite the promises made by sales representatives that pa- 
tients would be able to go to any doctor. The recent action by CMS and several 
health plans to suspend marketing of PFFS plans underscores the validity of these 
complaints. Before the suspension can be lifted, plans will need to have a provider 
outreach and education program in place to ensure that physicians have reasonable 
access to the plan Terms and Conditions of pajmient, and that provider relations 
staff are readily accessible to assist physicians with questions concerning the plan. 

Physicians report a number of additional problems with MA plans, including hav- 
ing to overcome additional financial and administrative burdens when accepting MA 
beneficiaries. Nearly six out of ten physicians indicated that they had experienced 
excessive hold times when attempting to contact MA plans. The same number re- 
ported that MA plans have requested excessive or additional documentation for pay- 
ment of claims. Finally, about a third report that MA plans have used proprietary 
claims editing software to down code or bundle claims — administrative billing prac- 
tices that Medicare has not approved for use in regular Medicare. These responses 
demonstrate that MA plans have not enhanced, but instead have hampered oper- 
ational efficiency on the front lines of health care delivery in physician offices, to 
the detriment of physicians and their patients. 

Surveyed physicians also reported that they have had experience with their pa- 
tients being switched to a MA plan from regular Medicare without the beneficiary’s 
knowledge, very restrictive formularies with MA prescription drug plans, and cus- 
tomer service outsourced to a foreign country. 

MINORITY AND RURAL PATIENTS 

Although the insurance industry has issued reports touting the benefits of the MA 
program to minority and rural beneficiaries, an even-handed look at the data and 
related analysis paints a different picture. The Center for Budget and Policy Prior- 
ities (CBPP) pointed out that Medicaid, not MA, is the main form of supplemental 
coverage for low-income and minority Medicare beneficiaries. It noted that 58 per- 
cent of Asian Americans, 30 percent of African Americans, and 34 percent of His- 
panics receive supplemental coverage through Medicaid. In addition, the CBPP ana- 
lyzed the data offered by America’s Health Insurance Plans (AHIP) in a report out- 
lining the benefits of MA. The CBPP concluded based on the AHIP data that low- 
income and minority beneficiaries participate in MA plans less than other Medicare 
beneficiaries. In 2004, the Center for Policy Analysis and Research of the Congres- 
sional Black Caucus Foundation reported that the “unprecedented amount of finan- 
cial assistance” to MA plans will divert “precious resources away” from regular 
Medicare. Even then the CBC Foundation argued that “unfair subsidies and other 
advantages” provided to MA plans should be eliminated “so that traditional Medi- 
care can compete on a level basis.” 

Another AHIP report concluded that the supplemental coverage offered by 
Medigap plans is “particularly important to low- and moderate-income beneficiaries, 
especially those living in rural areas.” As PFFS plans are the most common MA 
plan for patients in rural areas — the patients who are most reliant on Medigap for 
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their supplemental coverage according to AHIP — it is important to note that 
Medigap plans are not allowed to provide coverage for MA services. In some cases, 
therefore, MA plans may actually put patients at higher risk for out-of-pocket costs 
than they would face if they had remained in the regular Medicare program and 
kept their Medigap policy. 

Some of the services where these extra costs are especially problematic are cancer 
care, home health care, and other services provided to patients with potentially ter- 
minal diseases. For example, for a low-income cancer patient with Medicare cov- 
erage and a Medigap supplemental policy. Medicare would pay 80 percent of their 
chemotherapy costs and Medigap would pay the remaining 20 percent. However, 
many MA plans do not provide more than the 80 percent coverage of chemotherapy 
drug costs that is provided in the regular Medicare program and, because these pa- 
tients are not allowed to purchase Medigap policies, cancer patients in these plans 
must pay the 20 percent coinsurance out of their own pockets. 

The National Rural Health Association (NHRA) testified to the House Ways and 
Means Health Subcommittee that while currently only 5.6 percent of rural Medicare 
beneficiaries have joined a MA plan, left on its current course MA has the “potential 
to destabilize the existing rural safety net.” For example, NHRA stated that there 
was an open question as to whether MA plans will honor existing rural add-on pay- 
ments that safety net providers receive under regular Medicare. Related to the fore- 
going, a Texas nurse wrote to the AMA about her experience as the practice man- 
ager of a rural health clinic (RHC). She stated that the RHC received a per visit 
rate from regular Medicare of $68.13 — this amount covers ever 3 dhing provided by 
the RHC and all codes. However, an administrative and financial nightmare has en- 
sued because while MA plans have informed patients that they can see any physi- 
cian in the clinic, some of the plans have been unwilling to pay the RHC at the 
higher rates that it is entitled to receive because it serves a rural community. In 
fact, the nurse manager wrote that one MA plan is paying a rate that is less than 
half the clinic’s RHC rate under regular Medicare. Far from increasing access to 
rural beneficiaries, MA plans could well result in fewer rural physicians being able 
to accept Medicare patients. 

MA PLANS HAVE INCREASED COSTS TO ALL BENEFICIARIES 

MA has resulted in higher premiums across the board for all beneficiaries. 
MedPAC has estimated that on average every Medicare beneficiary pays approxi- 
mately two dollars per month extra to finance the higher MA pa 3 Tnents that only 
benefit 19 percent of beneficiaries. For example, only 8 percent of Medicare bene- 
ficiaries in South Carolina are enrolled in Medicare Advantage plans, but all seniors 
in South Carolina are paying higher Medicare premiums every month so that the 
government can provide subsidies to health plans that serve only 8 percent of the 
state’s Medicare beneficiaries. This is true across the country — a majority of Medi- 
care beneficiaries in all states are forced to pay higher premiums to fund overpay- 
ments to plans that enroll a select subset of beneficiaries. 

MA MARKETING ABUSES 

There have been rampant MA plan marketing abuses reported by physicians and 
other health care stakeholders. In testimony to the Senate’s Special Committee on 
Aging, Wisconsin Insurance Commissioner Sean Dilweg reported that, in a survey 
by the National Association of Insurance Commissioners, 37 out of 43 states re- 
ported receiving complaints about inappropriate or confusing marketing practices 
leading Medicare beneficiaries to enroll in a Medicare Advantage plan without ade- 
quately understanding their choice to remain in regular Medicare or without ade- 
quate understanding of the consequences of their decision. 

Many reports of marketing abuses focus on PFFS plans, including a common prac- 
tice of signing up patients for plans that end up costing the beneficiary more in out- 
of-pocket expenses and misleading patients regarding which physicians accept the 
PFFS plans. Reportedly, many PFFS plans market themselves as providing patients 
the ’’freedom” to choose any provider that accepts Medicare. As a result, regular 
Medicare patients sign-up for PFFS with the expectation that they will be able to 
continue receiving their health care from the same physician they have always had. 
Although CMS allows patients who have been misled to drop the PFFS plan and 
re-enroll in regular Medicare and supplemental Medigap plans, this is a difficult, 
time-consuming process and can impact the delivery of health care services. In addi- 
tion, once patients willingly drop supplemental Medigap, they are not able to obtain 
that supplemental coverage if they elect to re-enroll in regular Medicare until and 
unless they demonstrate that they meet a host of criteria. Even after meeting these 
requirements the Medigap plan may have less favorable terms. Previously, neither 
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Congress nor CMS have addressed these patient burdens. These abuses have both 
short-term and long-term consequences to patients. We hope that the recently an- 
nounced voluntary effort to suspend PFFS plan marketing will lead to more respon- 
sible behavior in the future. 

MA PLANS HAVE GENERATED LARGE PROFITS FOR PRIVATE INSURANCE COMPANIES 

When Congress set up the payment system for MA plans, it may have intended 
for the extra payments to support health care services. In the AMA physician survey 
and reports by patient advocates, MA plans are not delivering on this promise. The 
subsidies to MA plans are substantial, create market distortions by creating a pre- 
ferred government Medicare option, and are inefficient. Who then benefits from the 
subsidies? As of November 2006, the MA market was dominated by four firms that 
accounted for 58 percent of all MA enrollment. There have been reports that private 
insurance companies have reaped substantial profits from the Medicare program. 
For example, in February 2007 the Associated Press reported that one of the compa- 
nies “fourth-quarter profit more than doubled on the strength of its burgeoning 
Medicare business” and the company had “a record year in revenue and profit.” Re- 
cently, Goldman Sachs reported that the same company “will earn 66 percent of its 
net income from Medicare Advantage this year * * * which comes to between $670 
million and $705 million.” 

Until MA plans are placed on equal footing with regular Medicare, the market 
distortions will continue to encourage inefficient behavior by MA plans, patients and 
physicians will face added financial risks, delivery of health care will be com- 
promised, and taxpayers will pay more (seemingly for less). Clearly, the status quo 
does not advantage patients and physicians. 

The AMA appreciates the opportunity to provide our views to the Budget Com- 
mittee concerning MA and the Budget. We look forward to working with the Com- 
mittee and Congress to preserve patient access to high quality, cost-effective health 
care and to find solutions to address the long-term financial sustainability of the 
Medicare program. 

[The prepared statement of Mr. McGovern follows:] 

Prepared Statement of Hon. James P. McGovern, a Representative in 
Congress From the State of Massachusetts 

Mr. Chairman: About one million people of Massachusetts are enrolled in Medi- 
care. Of these, about 16.7% are enrolled in Medicare Advantage plans — or 168,000 
Massachusetts seniors. 

838,000 are enrolled in traditional Medicare programs — or 84%. 

This is very similar to the national average (80/20 split of traditional Medicare/ 
Medicare Advantage). 

I believe there are a few “bottom line” problems with Medicare Advantage. 

As members of the Budget Committee, we need to be good stewards of how our 
federal dollars are dedicated and spent. 

We need to be promoting economic efficiency 

The most cost-effective health care 

And accountability. 

Medicare Advantage appears to be failing us on all three of these priorities. 

It fails the efficiency test — because the additional benefits it allegedly provides for 
about 16-20 percent of Medicare seniors are being paid for — literally subsidized — 
by the 80 percent of the elderly who are enrolled in traditional Medicare programs. 

It fails the cost-effective test because it’s already costing about $1,000 more per 
beneficiary than traditional Medicare. 

And it doesn’t even pass the sniff test on accountability because the insurance 
companies won’t tell us how much they’re skimming off the top of Medicare Advan- 
tage as profit; and they don’t have to comply with any of the reporting, monitoring, 
data collection, or quality measures required of all other Medicare plans. 

Finally, CBO projects that Medicare Advantage has actually moved up by two 
whole years the date when Medicare will reach insolvency! 

Mr. Chairman, I ask you, what’s wrong with this picture? Everything! 

We could save about $140-to-$150 billion over the next 10 years, either by return- 
ing all beneficiaries to traditional Medicare programs — or by leveling the playing 
field and equalizing the payment structure between all Medicare program choices, 
including Medicare Advantage. 

Those funds could ensure that our hospital and physician reimbursements were 
adequately adjusted; and that health insurance coverage could be provided to all of 
America’s children; with tens of billions of taxpayer dollars to spare. 
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And if private plans that now make up Medicare Advantage withdraw from the 
program because they don’t want to operate on a level playing field — well, that’s just 
fine with me. The efficient programs will remain — the inefficient and corrupt will 
withdraw. It’s called market efficiency — something I know my Republican colleagues 
stand fully behind. 

I don’t have a question — I just wanted to state my concerns on behalf of the sen- 
iors of Massachusetts — especially when we’re struggling in Massachusetts to imple- 
ment our own health-care-for-all state plan. 

I’d like to associate myself with much of the testimony provided to us today and 
the previous statements of my Democratic colleagues. 

We have to be better stewards of our federal dollars than this. 

Medicare is supposed to be a not-for-profit, federally-provided health care program 
where every American senior is part of the risk pool that allows all of our seniors 
to receive basic, quality medical care and health insurance. 

Medicare Advantage is a wrecking ball undermining the basic structure of Medi- 
care. 

We have to do better. 

[Whereupon, at 1:15 p.m., the committee was adjourned.] 

O 



